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ABSTRACT 
Bri t ishers ruled India for over two hundred years 
resulting into low growth development of its economy. 
Influenced and impressed by the planned development of 
USSR, India also opted the path of planned development 
aimed at rapid industrialisation, employment creation and to 
elevate mass poverty. 
Post independence economic history of India reveals that 
initial requirements in terms of import of capital goods and 
equipments, technical know-how as well as financial 
assistance were mainly supplied by the USSR. India 
successfully managed to achieve the economic policy objective 
of import substitution during the sixties and seventies. Still the 
growth of demand including the increasing import bills of oil 
and petroleum products due to rapid expansion of industries 
forced India to look for more sources of financial help in 
addition to USSR. Secondly, India's efforts of import 
substitution by producing cheaper goods of international 
standards gradually started paving way for export promotion 
and India had to look for new markets. 
To cap it all, the terminal years of the decade of eighties 
recorded USSR passing into nothingness. These factors put 
together India was placed in a hard spot forced to re-design its 
diplomatic strategies and establish newer economic relations 
in the uni-pollar world during the decade of nineties. 
In the post Cold War era world accepted undisputed 
economic and diplomatic supremacy of the US, at least 
initially. During this era the US has emerged as the largest 
market of the world absorbing more than 18 percent of the 
total world imports. It has also supplied financial aid and 
assistance to the developing world and has the pride of 
supplying technology and capital goods to a number of 
countries. There are a number of US multinationals which are 
willing to shift their production base on the foreign lands. Many 
of these multinationals have diversified in the high tech and 
high profitability areas willing to shift the production base of 
low profitability products into countries where plenty of low 
cost labour and other resources are available. The US is also 
cautious about its degenerating environment and wants to 
import many of the items in place of producing them. Further 
with the stronger emergence of European community, the urge 
of China, Japan and other newly industrialised countries to 
have a bigger say in the management of world affairs and to 
combat increasing terrorism, US inevitably need certain 
influential partners so as to maintain its leverage in the world 
affairs. 
Thus the two nations fit into the slot to meet each other's 
requirements. India offers to the US its huge market, its low 
labour cost production base, supply of environments sensitive 
items and an open support to US endeavors for combating 
terrorism. On the other hand US is presently the biggest 
market for the Indian products earning precious foreign 
exchange for India. Biggest source of Foreign Direct 
Investment (FDI) in terms of technical as well as financial 
collaborations is ready to provide aid and assistance to India 
and above all has ability to support India on various issues at 
different international forums. 
It is against this backdrop that Indo-US relations deserve 
serious attention. The proposed thesis therefore is a modest 
effort to analyse Indo-US economic relation since 1970. 
Depicting the trends in various facets of Indo-US economic 
relations, the study has boldly highlighted the major deterrents 
impinging upon the smooth flow of Indo-US economic relations. 
The study also attempts to analyse the future scope and 
potential between the two nations under study. Lastly, the 
thesis has forwarded certain suggestions to nurture the Indo-
US economic relations. 
In this project the first chapter has necessarily 
highlighted the SWOT analysis of the two economies so as to 
identify possible comparabilities. This analysis has greatly 
helped the researcher to identify the areas of possible 
cooperation for both the economies in general and for India in 
particular. 
Chapter two of the thesis elaborates that India's 
economic policy in the pre independence era was largely 
confined to serve the British interest. Still by the time of 
Independence India had enough foreign exchange reserves. 
Toeing the lines of USSR India also opted for planned 
development of the economy with the first five-year plan 
commencing since 1950. Rapid development of basic 
industries and reckless import of capital goods and raw 
materials along with food articles exhausted India's foreign 
exchange reserves. This forced independent India for the first 
time to formulate a well thought ex-im policy. The Ex-im policy 
during the second and third five-year plan categorically 
emphasised on import substitution. 
It was only during mid 1980's when the importance of 
export was optimally emphasised slogans like "Export or 
Perish". Further on 24'*^  July 1991 there was a major shift in 
India's ex-im policy where under the logo of liberalisation, 
import rules for many items were liberalised. Import of capital 
and intermediary goods was rather encouraged. The Ex-im 
policy of 1990-91 taken the path of facilitation for the industry 
so as to, enhances their productivity and efficiency rather than 
regulation and control. To harbor the confidence of 
multinationals and to import technology, the instant policy was 
also amended. 
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The current Ex-im policy (1997-2002) further 
consolidated the previous Ex-im policy by facilitating increased 
import of a number of items along with import of technology, 
capital and intermediary goods. It has further boosted the 
export related incentive schemes like duty exemption scheme, 
duty free licensing, duty free replenishment certificate etc. to 
promote exports, promotion of EOUs, EPZs, EPIPs, Export 
Houses, Trading Houses etc. have been emphasised optimally. 
Thus the new Ex-im Policy is a good blend of provisions, which 
on the one hand encourage import of goods facilitative for 
enhanced industrial productivity and also consist of provisions, 
which encourage the Indian businessmen to export more. 
The chapter also discusses most of the important Indo-
US agreements, which were initially of non-strategic nature, 
and soft paddled most of the issues. With the disappearance of 
USSR and of Cold War Indo-US agreements become more 
strategic and depict the trends in healthier relations in terms of 
trade, investment and aid etc. 
Trade is one of the vital components of bilateral 
economic relations of any two countries. The third chapter 
therefore discussed Indo-US trade relations since 1970. It is 
important to note that in the post independence era India 
started with substantial volume of Rs 103 crores with the US 
when compared to Indo-USSR trade of Rs. 29 crores. Infact 
US initially tried to lure to India by extending more benefits to 
India and tried to establish its political hegemony on India. 
India boosting the non-aligned movement and having a tilted 
leverage in favour of USSR and a bearing on their respective 
trade volumes with India. Gradually India's trade with USSR 
grew by over forty times during a period of 1960 to1980 with 
the growth with US was just seven times during similar period. 
India largely experienced a negative balance of trade during 
the said period. 
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As the USSR was eliminated from world map India's 
trade with US started increasing with leaps and bounds. Intact 
long support economic needs started showing up the necessity 
and urgency, which were earlier suppressed because of 
diplomatic reasons. India's economic opening up boosted 
confidence of the US and in the following two decades the 
trend was just reverse i.e. during 1980-81 to 1999-2000 India's 
trade with USSR disintegrated countries grew only less than 
four times while the growth in Indo-US trade stood fifty times. 
The last decade of nineties also experienced increasing trade 
surplus in favour of India. It also needs to be added that 
India's bilateral trade with the US is also experiencing a 
compositional shift leading to increasing gains of trade in 
favour of India. Now India exports a number of finished articles 
to the US in place of export of traditional items and raw 
materials in the earlier decades of post independence era. In a 
nutshell it may be concluded that Indo-US trade relations have 
move in such a way that India's terms of trade as well as gains 
of trade have been nurtured. The researcher suggests in the 
thesis that with due strategy there is enough potential to 
expand Indo-US bilateral trade further. 
Chapter four discusses briefly the role of Foreign Direct 
investment (FDI) in the growth of economy and the 
motivational factor for multinationals to adopt FDI as one of 
the strategies. The chapter observe that the FDI from the world 
in general and from the US in particular was decimally low 
prior to the economic libralisation in the year 1990-91 where in 
the approval procedures have been simplified and streamlined. 
A number of new industries and areas were open to attract FDI 
for them. Industrialists have been identified where in the 
concept of automatic approval was adopted in principle subject 
to certain terms and conditions, and Foreign Investment 
Promotion Board (FIPB) was also empowered to engage in 
purposive negotiations in totality free from pre-determined 
procedures and paranneters. 
The chapter also discusses the US model of FDI, which 
mainly originate from the innovative and oligopolistic industries 
of the US and not from the traditional industries. The flow of 
FDI from the US to India, which was considerably insignificant 
in the decade of eighties got, strengthen and improved during 
the decade of nineties. It is further reveled that Indo-US 
economic relations are heading towards maturity has the 
nuclear explosion by India followed by economic sanctioned 
from the US which had a massive bearing on Indo-US 
economic relations in 19S8 started showing positive growth 
since the next year only. 
There are some other US industries, which prefer to beat 
the competition not only by innovations but also by adopting 
multi pronged marketing strategies. To browbeat the stiff 
competition from Newly Industralised Countries (NIC's) and 
European Community, to penetrate the protective barriers, to 
make their presence felt and to take the advantage of low 
wage structure of developing world, these industries go with 
FDI channel. US industries seem to be skeptical in the areas 
like electronic & telecommunication and power etc. The trend 
of FDI in such industries is highly erratic. In other industries 
like chemical, industrial machinery, food processing, and 
financial sector and in trading and service sector the trends in 
the flow of FDI from the US to India are much stronger and 
consistent. Still it may be concluded that the US flow of FDI to 
India is not commensurate to the actual industrial potential of 
India and there seems ample scope to increase the inflow of 
FDI in all the industries. 
The fifth chapter endeavors to analyse the pattern of US 
economic and financial assistance to India. The trends in the 
inflow of US aid and assistance clearly depict that the 
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decisions pertaining to US aid and assistance to India were 
largely over shadowed by the diplomatic relations and the 
permutations and combinations of the strategic alliances of US 
in Asia. Early three decades of post independence era of India 
US aid and assistance was mainly confined to non-strategic 
sections dominated by the supply of red wheat under PL 480 
agreement. For any type of technical and technological 
assistance along with financial support for India was not on the 
US aid agenda. For instance US clearly denied the 
development of Bokaro Project. 
Infact Pakistan was being used by US as its base in this 
part of Asia and consequently India was being ignored by the 
US for any type of strategic assistance. The soft paddled and 
soft lived assistance from the US in terms of food grains etc. 
was merely an eyewash. However, needless to say that 
considering the emergency of such assistance, even that much 
help was vital for India. This has not only provided the 
immediate support to feed our dying population but has also 
spared some of our resources for other development work. 
It is alarmingly noted that the volume of US assistance to 
India is getting thinner over the period of time. For instance in 
1980-81 US assistance to India was 4.9 percent of the total 
assistance to India from the world shrinking down to1.42 
percent in 199-2000. It is against this backdrop that the 
researcher feels that India needs to be little more diplomatic 
and should approach the US for more assistance. India should 
also ensure the optimal utilisation of the extended assistance. 
Chapter six essentially summarises all the chapters 
mentioned above and has endeavored to highlight those 
problems which inhibit the growth of Indo-US economic 
relations and suggestions have been given in the thesis so as 
to ensure better economic relations between the nations under 
study. 
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Some of the problems hindering Indo-US economic 




Investment Protection Measures 
Cost of Product 
Quality of Goods 
Inadequate Infrastructure Facilities 
High Rate of Interest 
Red tapism and Corruption 
Lack of Policy Continuance 
Proper segmentation 
Adoption of latest Technology 
Dynamism 
Banking and Insurance Facilities 
Single Window approach 
Delivery Schedule 
Export promotion Councils 
Labour Laws and Attitudes 
Utilisation of Aid and Assistance 
The above said issues have been given due 
consideration in the thesis so as to indicate for faster growth 
of Indo-US economic relations and to see their relations 
entering into a newer trajectory of growth and development. 
vui 
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PREFACE 
A t the dawn of Independence India was basically an 
agrarian economy. The than, Prime Minister, Mr. Jawaharlal 
Nehru acted under the demonstration effect from the 
developed world in general and fronri USSR in particular. Thus, 
in the five-year plans India aimed at rapid industrialisation, 
employment creation and to alleviate mass poverty. To 
establish industries India had to import machinery and capital 
goods along with technological assistance from the developed 
world. Endeavoring to establish huge basic industries India 
exhausted its foreign exchange reserves by the termination of 
second five-year plan. Consequently, along with import of 
capital equipments and technology India had to seek financial 
support in the form of borrowings and aids from the developed 
countries. To materialise these economic objectives India had 
to depend heavily on the developed countries like USA, USSR, 
UK, Japan and Germany etc. 
Post independence economic history of India reveals that 
initial requirements in terms of import of capital goods and 
equipments, technical know-how as well as financial 
assistance was mainly supplied by the USSR. India 
successfully managed to achieve the economic policy, 
objective of import substitution during the sixties and 
seventies. Still the growth of demand including the increasing 
import bills of oil and petroleum products due to rapid 
expansion of industries forced India to look for more sources 
of financial help in addition to USSR. Secondly, India's efforts 
of import substitution by producing cheaper goods of 
international standards gradually started paving way for export 
promotion and India had to look for new markets. 
Preface 
To cap it all, the terminal years of the decade of eighties 
recorded USSR passing into nothingness. These factors put 
together, India was placed in a hard spot, forced to redesign 
its diplomatic strategies and establish newer economic 
relations in the uni-pollar world during the decade of nineties. 
The new uni-pollar world accepted undisputed economic 
and diplomatic supremacy of the US, at least initially. In the 
post Cold War era the US has emerged as the largest market 
of the world absorbing more than 18 percent of the total world 
imports. It has also supplied financial aid and assistance to the 
developing world and has the pride of supplying technology 
and capital goods to a number of countries. There are a 
number of US multinationals which are willing to shift their 
production base on the foreign lands. Many of these 
multinationals have diversified in the high tech and high 
profitability areas while willing to shift the production base of 
low profitability products into countries where plenty of low 
cost labour and other resources are available. The US is also 
cautious about its degenerating environment and wants to 
import many of the items in place of producing them. Further 
with the stronger emergence of European community, the urge 
of China, Japan and other newly industrialised countries to 
have a bigger say in the management of world affairs and to 
combat increasing terrorism, US inevitably need certain 
influential partners so as to maintain its leverage in the world 
affairs. 
Thus the two nations fit into the slot to meet each other's 
requirements. India offers to the US its huge market, its low 
labour cost production base, supply of environments sensitive 
items and an open support to US endeavors for combating 
terrorism. On the other hand US is presently the biggest 
market for the Indian products earning precious foreign 
ix 
Prrface 
exchange for India. Biggest source of Foreign Direct 
Investment (FDI) In terms of technical as well as financial 
collaborations is ready to provide aid and assistance to India 
and above all has ability to support India on various issues at 
different international forums. 
It is against this backdrop that Indo-US relations deserve 
serious attention. The proposed thesis therefore is a modest 
effort to analyse Indo-US economic relation since 1970. 
Depicting the trends in various facets of Indo-US economic 
relations, the study has boldly highlighted the major deterrents 
impinging upon the smooth flow of Indo-US economic relations. 
The study also attempts to analyse the future scope and 
potential between the two nations under study. Lastly, the 
thesis has forwarded certain suggestions to nurture the Indo-
US economic relations. 
Limitations 
In the wake of rapidly changing international economic 
environment especially the fast changing international trade 
scenario absence of conveniently accessible adequate and up-
to-date statistical information on the subject was the major 
difficulty, the investigator had to encounter. This problem was 
felt while preparing time series data for top items of exports 
and imports that enter into foreign trade with the US. 
Therefore, the present research work is mainly based on 
secondary data and information, which the researcher has 
collected form a number of sources i.e. Annual Reports of 
Ministry of commerce and Industry, publications of DGCI&S, 
Kolkata, Reserve Bank of India, Budget papers of Govt, of 
India, publication of IIFT and Trade Development Authority, 
IMF, World Bank and the United Nations, Annual Reports of 
different Export Promotion Councils. For theoretical aspect, 
the works on the subject of several eminent scholars and 
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economists have been consulted. A list of the same is 
appended in the form of Bibliography. The investigator 
scrutinised various issues of DGCI&S, which is the main 
source of statistics used, and analysed in the present work. 
The data have been classified, tabulated in suitable form to 
arrive at conclusion. 
The investigator personally visited various Export 
Promotion Councils, Commodity Boards and Federation of 
Indian Chambers of Commerce and industries, Ministry of 
Commerce and Delhi based exporters, interviewed them and 
analysed their problems while collecting the relevant data and 
information, to consult their research findings, in order to 
study the impact of trade, investment and foreign economic 
policy and measures on Indian trade, investment and 
assistance from the US. Literature published by World Bank, 
UNCTAD and GATT also proved a valuable source of 
information for understanding the nature and problems of 
foreign trade subject. In short the investigator inevitably had to 
depend for the analysis of the secondary data. 
This second limitation sprang from the fact that the 
research work is expected to incorporate the latest 
development on the subject. The world of international trade, 
aid and cooperation, investment is highly dynamic and always 
susceptible to changes and new challenges. Certain changes 
in various spheres might have taken place by the time the work 
was completed. 
The third problem faced was about the variation of data 
because it was based on secondary information. Data collected 
by DGCI&S and Government of India's reports and publications 
varied to some extent e.g. DGCI&S and Economic Survey and 
Report on Currency and Finance all these vary about import 
and export data to some extent. Some were partially adjusted 
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and Others were not. Therefore, those figures are bound to 
vary, but this limitation did not prove a major obstacle while 
studying the subject. The data supplied by DGCI&S and 
Economic Survey were considered most authentic and thus 
have been relied upon in this present work. 
Another limitation of the present study is that the inflow 
of Foreign Direct Investment (FDI) from the US to India was so 
insignificant during 1960's and 1970's that no serious 
researches and related data are found by the researcher 
pertaining to these two decades. Therefore the researcher 
analysed the data related to inflow of FDI since 1981 onwards 
only. 
The present study, which traces the historical 
background of India's trade and economic relations, also goes 
into the question of prospects of foreign trade, aid, 
technological collaboration and private investment between the 
two countries. 
Research Methodology 
A number of research studies conclude that the process 
of policy reforms initiated by the Government of India in the 
year 1991 could not produce the desired impact and India's 
trade, investment and foreign assistance into India is not as it 
ought to be. So the most pertinent question is how India 
increases its trade, attracts more of FDI and economic 
assistance from the world in general and from the US in 
particular. It is against this back drop that the thesis deals with 
the trend analysis in the trade, investment and foreign 
economic assistance from the US to India against the given set 
of conceptual framework and remedial measures are 
suggested to rectify the policy discrepancies and to increase 
exports and attract more of FDI. 
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The study covers a period of three decades stretching 
from 1970 to 2000. The nature of the study is such that the 
researcher has to depend on secondary data, for which the 
main sources are given below. 
• Statist ics of Foreign Trade of India by countries (DGCI&S) 
Kolkata. 
• Monthly Statistic of Foreign Trade of India (DGCI&S) 
Kolkata. 
• Indian Economic Survey, Annual, Ministry of Finance, Govt. 
of India. 
• SIA News Letters, published by SIA, Dept. of Industrial 
Development, Ministry of Industry, Govt, of India, New Delhi 
• The Year Book of financial statistics and direction of Trade 
Statist ic. IMF publication various issues. 
• The Europa Year Book, Official Texts of the US Embassy 
etc. 
• Government Publications of India such as Exim Policy and 
Foreign Investment Policy of the Govt, of India Published by 
the concerned Ministry and Manual of SIA New Delhi etc. 
• Data regarding export and import and flows of FDI from the 
US to India is collected from Indo-American chamber of 
commerce, New Delhi and Indian Investment Center, New 
Delhi. 
• Visi ted various web sites of US Department of Commerce, 
C l l , SIA and US Embassy etc. 
In Order to analyse the trends in the Indo-US trade. 
Investment and economic assistance, percent variations over 
the previous years have been calculated. An endeavor has 
also been made to see the share of US in India's total trade, 
investment, aid and assistance. At places the researcher has 
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also taken the help of graphic presentation. With the 
application of these statistical tools at due places, an attempt 
has been made to maintain the objectivity of the thesis. On the 
basis of the trends and results drawn, an endeavor is made to 
interpret and also to make appropriate suggestions so that the 
present decade may prove to be a glorious chapter in Indo-US 
economic relations. 
Hypotheses 
The work is essentially based on the secondary sources; 
hence the hypotheses of this study are based on the "pilot 
research" conducted by the researcher and being tested by 
using published material. However, the hypotheses are given 
as below. 
• The US multinationals have great potentials in terms of 
resources as well as technology to become important 
trading and investment partner for India. 
• India meets all the prerequisites to be a good host for 
investment in different industries, in terms of its absorption 
capacity. 
• The trends in the increase of exports and substitution of 
imports are not as they ought to be. 
• The approach of the US as well as India towards the foreign 
trade and investment is such that they become 
complimentary to meet each other's requirements. 
• The India's new economic policy is definitely capable of 
creating conducive atmosphere for increasing trade, 
investment and assistance from the US provided duly 
implemented. 
Despite changes there are certain policy discrepancies 
requiring immediate remedial measures. 
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Format Of The Project 
The scheme of the present study is divided into six 
chapters in order to have a synoptic and comprehensive view 
of the Indo-US economic relations during the period of three 
decades i.e. since 1970. In the first chapter an attempt is 
made to have a synoptic and comprehensive view of the 
economies of both the countries i.e. India and the USA. A 
comparative analysis of the economies of both the countries 
have also been made in the last of this chapter. 
In the second chapter India's ex-im policy and economic 
liberalisation has been discussed in detail and their impact on 
economic relations with the US. Various trade and financial 
agreements with US has also been discussed in this chapter. 
In the third chapter an endeavor has been made to analyse the 
trends in the exports and imports from the US. Composition of 
India's trade with the US has also been discussed in this 
chapter. 
The fourth chapter deals with the India's investment 
policy, its impact of Indo-US investment relations, American 
strategy of foreign direct investment. An effort has also been 
made to analyse trends in the flow of US Foreign Direct 
Investment in India. The Industry wise breakup of financial 
investments made by the US to India is also discussed in this 
chapter. The fifth chapter deals with the US economic 
assistance and Aid to India. Recent agreements regarding 
provision of US assistance to India under USAID and EXIM 
Bank has also been discussed in this chapter. 
Last but not the least, the sixth chapter essentially 
summarises the chapters discussed earlier in a nutshell. At the 
end some of the problems has been discussed and 
suggestions have also been extended by the researcher so as 
to assure smoother Indo-US economic relations in near future. 
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C h a p t e r - I 
SYNOPTIC VIEW OF INDIA'S AND USA'S 
ECONOMIES 
INTRODUCTION 
T o understand the present state of the Indian economy 
and to visualise its future potentials, a peep into its past is of 
great significance. The trends in the development of Indian 
economy are somewhat different from that of other 
contemporary countries. Prior to British rule in India the Indian 
economic condition v\/as almost similar to those, which 
prevailed in other countries at a comparable stage of industrial 
development. During the British rule the skewed development 
of few sectors and industries of the economy, infact was an 
aim to nurture the British interest while in the post British 
period India adopted Nehruvian model of growth, which tried to 
nurture the public as well as private sector simultaneously. 
Thus, this chapter gives a very brief state of affairs into three 
periods, which are as under: 
Pre-Britlsh Period 
India was predominantly an agricultural country. This is 
obvious from the fact that more than two third of the males 
were dependent on land. According to 1871 census, 56.2 
percent of the adult male population was engaged in 
agriculture. To these may be added another 12.3 percent 
classified as general labourers. Even these figures do not 
convey fully the over whelming importance of agriculture. As 
for as it's economic level is concerned, Indian agriculture had 
attained a high degree of development and was flourishing. 
This is clear from the several aspects of agricultural scene. 
There were, for instance, many important crops that had been 
grown since very long times in the past. Cotton was cultivated 
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in this country from a very early time. So were other major 
crops. Another feature of the advanced agrarian scene was the 
industrious peasantry, which was highly skilled, having 
inherited this quality from their forefathers over many 
generations. The agricultural techniques used were also highly 
developed like land husbandry keeping land free of weeds, 
proper timing of the sowing and reaping operations, rotating 
the cultivation of mixed crops; keeping some land fallow for 
recuperation; and cultivating land as per its capabilities. 
In the industrial field also India has attained a high 
degree of development. There were many industries, some of 
them of national importance. The variety of crafts and goods 
produced were large indeed for example, spinning, weaving, 
dying, manufacture of gold and silver thread and cloth, 
building, brick laying and lime manufacture, leather work, 
pottery, carpentry, copper, tin and iron works, ship building, 
sugar and salt manufacturing, stone cutting, paper 
manufacturing and perfumery etc. 
India's trade, internal and external was relatively 
insignificant, principally because of the inadequacy of 
communication and transportation. Internal trade was 
restricted to comparatively light and valuable products. There 
was a little trade in bulky and cheap goods largely on account 
of the high cost of transportation of these goods. As far as 
external trade is concerned, this too was not much because of 
week internal communication system and shortage of transport 
facilities. Even then some of Indian goods found market in far-
flung places in the world. Muslin, for example, went as far as 
Egypt. Dacca Muslin was well known to the Greeks as 
Gangetika. In Rome too there was large consumptions of 
Indian goods. Other countries with whom India traded were: 
South East Asia, Japan, France, Portugal and England etc. 
Most of the goods exported were industrial in character. These 
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were cotton and silk fabrics, shawls and carpets, artistic and 
decorative articles, sugar, etc. Imports were of small variety 
and consisted of such items as gold, precious stones, pearls, 
tea and coffee, dry fruits etc. In its external trade India 
enjoyed surpluses and received gold and silver in ample 
qualities as payment for the same. 
In a nutshell, as Gadgil has well explained, "the 
characteristics of Indian economic condition during the earlier 
half of the nineteenth century were also found in most 
countries during their corresponding stage of industrial 
development.^ 
British Period 
Indian economy, which in the early nineteenth century 
had the potential for moving on to the modern stage of 
economic development, slid back to a state of stagnation in the 
hundred years of the British rule. In the process it acquired the 
traits of an under-developed economy. The two major 
developments in the Indian economy during the British period 
were downward movement in per capita income and 
deterioration in the productive capacity of the country. 
One striking fact of the emerging scenario of a backward 
economy was the falling in the level of per capital income. The 
various estimates although not in a time series form, 
substantiate the point. One set of estimates made by such 
eminent persons as Naoroji, Atkinson, Digby, Baring and 
Barbour and Cruzon, for the early years of the British rule to 
the end of the 19'^ ^ century prove without any doubt that the 
per capita income declined during this period. A similar 
conclusion emerges from the other set of estimates made by 
Surendra Patel and K. Mukherji for the period of British rule 
during the. 20'*^  country. 
' D.R Gadgil: The industrial evolution of India's recent times, pp-42 
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Table-1.1 
Changes in Per capita Income 
(1905-06 to 1945-46) 
(1905-0610 1915-16=100) 
Year 
1905-06 To 1915-16 
1916-17 To 1925-26 
1926-27 To 1935-36 











Source: V.V Bhatt. Op. cit 
Note: The estimates for the period 1905-1946 are by Surendra J. Patel and K. Mukherji 
From table-1.1 it is clear that according to Patel's 
estimates the per capita income moved down by about nine 
percent during 1905-06 to 1945-46. Mul<herji's estimate, on the 
other hand, shows an up trend, a rise of 12 percent during this 
period, although after 1936-37, the per capita income 
stagnates at 112. However, as it is, this rise in Mukherji's 
estimates in largely statistical because there is an element of 
over estimation of in it. In this estimate two questionable 
assumptions have been made. One, the rate of growth of 
income from professions, domestic service and house property 
has been assumed to be equal to that of income from industrial 
production. Two, with regard to the item under "other 
commerce" and "small enterprises", it was assumed that the 
rate of increase in income was the same as that for 
commercial activity. These assumptions tended to inflate their 
contributions.^ 
The stagnation in per capita income affects the living 
levels of the people. It also affects the growth rate of our 
economy. With low growth in national income, there was very 
little that was added to the stock of real capital of the country. 
It is notable that there was no progress during the British 
period. The fact is during the British period a lot of 
' A.N Agrawai: Problems of Development and Planning. Pfh40 
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infrastructural development took place. Support was extended 
for agricultural development and India's foreign exchange 
earnings per year multiplied many folds. But a deeper insight 
proves that this development was very selective in nature. For 
instance modes of communication were mainly developed at 
the major raw material production centers, and the connecting 
ports only. Another instance is the support to agriculture, 
which only aimed to develop those crops, which were needed 
for the British industries, and foreign trade mainly developed in 
terms of export of raw materials. Thus despite of developments 
Indian economy sided with phase of stagnation and its future 
potentials doomed. 
Post-British Period 
After the independence the committed Indian 
intelligentsia and devoted leadership immediately recognised 
the need for faster industrial development. India experimented 
a new model of economic development giving opportunity to 
private entrepreneurs and to run public sector organisations 
simultaneously. Some of the basic sectors were reserve for the 
public organisations so as to ensure their planned 
development. 
Five-year plans were framed and development of the 
infrastructure of the basic industries was given top priority in 
the first two plans. With enough foreign exchange reserves 
India made huge imports of capital and engineering goods 
required for the development of these industries. This led to 
drain and depletion of India's precious foreign exchange 
reserves. This was also the period when nature did not favour 
Indian farmers and India experienced repeated famines. Thus 
during sixties onwards India tried to adopt a more balanced 
planned development of industrial as well as agricultural 
sectors. The lack of foreign exchange reserves forced India to 
explore the possibilities of import substitution and export 
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promotion. In addition to these basic facts a greater detail of 
India's present geographical, demographic and economic 
information will be of paramount importance while analysing 
India's economic relations with the US. 
Geographical condition of India 
India is a big country. It measures 3219 km, from north 
to south and about 2977 km. from east to west. It covers an 
area of 3287263 sq, km., extending from icy, snow-covered 
heights of Himalayan ranges to tropical virgin forests of the 
south. India is the seventh largest country in the world and 
separated by mountains and sea with rest of the Asia, which is 
a distinct geographical entity. It is six times as big as the U.K. 
and nine times as big as Japan. In the north it is bounded by 
the great Himalayas. It stretches south words and the tropic of 
cancer, tapers off Into the Indian ocean between the bay of 
Bangal on the east and the Arabian sea an the west India has 
a common border with Pakistan Afghanistan to the north, west, 
Bhutan and Nepal to the north, Burma in the east and 
Bangladesh to the east of west Bengal, Sri Lanka is separated 
from India by a narrow channel of sea.^ 
India has a tropical monsoon type climate, which is 
affected by two seasonal winds. First the North East monsoon 
which is in the country known as winter monsoon blow from 
land to sea, second the South West monsoon know as summer 
Monsoon, which blows from sea, is land after crossing Indian 
Ocean Arabian Sea and the Bay of Bengal. 
India's Population 
India's population which was just 35 to 36 crores at the 
time of its independence has increased to 102.7 crores or over 
1.02 billions (1,027015247) according to 2001 census.^ The 
growth rate since 1951 has been above 2 percent during the 
' Provincial as on 31* March, 1982, "India 198T' Govt of India. 
' Economic Survey, Ministry of Finance, Govt of India-2000-2001. 
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two decades (1961-71) and (1971-81) this fast rise in 
population has been caused by a slowly falling birth rate and a 
rapid declining death rate. As between 1951 and 1998, while 
birth rate and a rapidly declining death rate came down from 
about 42 to about 27 per thousand population, the death rate 
went down from about 23 to as low as about 9 per thousand 
population. Table 1.2 below will explain the growth in the 
India's population with the help of graphic presentation. 
Table-1.2 






















Source: Economic Survay-2000-01 
Since the last census in 1991, the population has grown 
at the rate of about 2 percent. As a result the size of 
population has grown further. It is at present more than one 
hundred crores with the birth rate at present (1998) at 27 and 
the death rate of 9 (per thousand of population), the population 
has, since 1991, grown at a rate of just about percent. 
Indias Population Since 1971-2001 
{% Over decades) 
2481 25 23.51 
1971 1981 1991 2001 
Year 
Fig. 1.1 
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India's Natural Resources 
India is rich in natural resources and manpower. 
However, these resources have not been exploited fully and 
are capable of greater utilisation. There are a lot of both non-
renewable and renewable resources. Among the non-
renewable resources, the country possesses fairly large 
quantities of Iron ore, coal manganese, bauxite and minerals 
required for the manufacturer of cement, ceramics, fertilizers, 
chemicals etc. Large potentials of non-ferrous mineral deposits 
such as copper, lead, zinc etc. exist. In some of the minerals 
we occupy a leading position in the world. Iron ore resources 
are the fourth largest manganese the third largest and limonite 
and keymite deposits are among the largest in the world. 
Among the renewable resources, the most important, water 
and forests are available in ample quantities. India is gifted 
with a large number of perennial rivers. 
Besides the known resources, there are large many 
resources yet unexplored. In particular marine resources i.e. 
resources under the oceans, are known to be rich in various 
minerals and vast quantities of fish and plant life. As is being 
discovered these days, there is a large potential of oil 
resources also. All this should have made the country rich 
materially. But as is the case with a typical underdeveloped 
country, large many known resources are not being taped fully, 
and a lot many have not as yet been touched and explored. 
India's National Income 
National Income is a money value of final goods and 
services produced in an economy over a specific period of 
time, usually a year. Final goods and services are those 
purchased for their own sake; they are what the economy 
finally wanted and obtained. 
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For a low-income economy like India, a very important 
indicator of its economic performance is the increase in the 
national income and per capita income over a period of time. 
The rate of growth of GDP (Gross Domestic Product) since 
1950 has been a little over 4 percent within this long-term 
trend; there are some significant sub trends. In the first three 
decades (1950-80), the growth rate hovered around a low of 
3.5 percent per annum. The break from this trend came in the 
1980's with the growth rate going above 5 percent (during 
1980-81 to 1991-2001). A further acceleration of the growth 
rate has taken place in the 1990's. The growth rate moved 
over to 6 percent (during 1992-93 to 2000-2001) as shown in 
table 1.3. 
Table 1.3 
Real Growth Rates (At factor cost) 
Year 
1980-81 to 1991-92 






















































A= Advance estimates Q= Quick estimates, P= Provisional 
Source: Central Statistical Organization/Economic Survey, 2000-01 
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In absolute terms, the GDP (At constant 1993-94 prices 
or in real terms) rose some what slowly in the three decades 
since 1950 from over rupees one lakhs crore in 1950-51 to 
over Rupees 4 lakhs crores in 1980-81. There after the rise 
was rapid and large, with the GDP rising to about Rs. 7 lakhs 
crore in 1990-91 and further to over Rs. 11 lakhs crore in 1999 
to 2000. 
As for the sectoral contributions to the GDP is 
concerned, all the three sectors have added to the final 
outcome. There are, however, differences in the contributions 
of different sectors over a period of t ime. In the early low 
growth phase of three decades since 1950, agriculture was an 
important contributor, alongside industry and services. In the 
recent high growth phase since 1980, the service sector with 
the fastest growth emerged as the largest contributor. This is 
followed by industry and agriculture. 
Per Capita Income 
The growth rate of per capita income since 1950 has 
been of the order of about 2 percent per annum. This is 
because the difference between the growth rate of National 
Income and that of population has been of this size in the 
three decades since 1950; the growth rate has been dismally 
low because of the slow growth of national income and fast 
increase in population. For almost half the number of years, it 
has been less than one percent, with negative growth for as 
many as 10 years. In the 1980's the growth rate has been 
much higher at an average of over three percent. It increased 
further in the 1990's and moved on average of about four 
percent. 
Principal growth sectors 
The principal growth sectors contributing to Indian economic 
development are as under: 
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Agriculture 
Agriculture accounts for 26.5 percent of India's GDP and 
employs 62 percent of the work force. Agricultural exports 
increased by 2 percent in 2000-01. Agricultural production fell 
by 4.6 percent in fiscal 2000-01, on top of the 1.5 percent fall 
a year ago. Food grain output fell 6.2 percent, reflecting 
drought in the major producing states of Madhya Pradesh, 
Gujarat and Rajasthan. The Agriculture Ministry has set a food 
grain target for the year 2001-02 of 212 million tons, about 16 
million tons higher than last year, assuming a favorable 
monsoon. Rice production is targeted to increase by 5.7 
percent and wheat by 10.2 percent. High support prices have 
resulted in huge government grain stockpiles.^ 
Services 
The services sector, which includes trade, hotels, 
banking, transport and communications, now accounts for 52 
percent of GDP and is the largest and the fastest growing 
sector of the economy. Services growth slowed slightly, but 
remained an engine of growth at 8.1 percent during 2000-01, 
compared with 9.3 percent in the previous year. Services are 
expected to continue to grow in the 8-9 percent range. Within 
services, telecommunications was the fastest growing sector, 
and construction, the slowest.^ 
Industry 
Industrial production slowed to 5 percent in fiscal year 
2000-01, compared to 6.6 percent in the year 1999-2000. 
Manufacturing growth slipped to 5.6 percent compared to 6.8 
percent in the previous year. Continuing its downward trend, 
industrial production in April-May 2001 has registered a growth 
of 2.7 percent compared to 6.5 percent in the previous year. 
Indian Economy, accessed from www.infoline.indianeconotny.coni, visited on 3"* October, 2001 
^Ibid 
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The six infrastructure industries: coal, cement, crude 
petroleum, refinery, electricity, and steel recorded growth of 
5.3 percent, well below 9.1 percent achieved in 1999-2000. 
Paper products, transport equipment, and non-metallic mineral 
products, chemical products, machinery and equipment, cotton 
textiles, synthetic textiles, beverages, leather and basic metals 
all witnessed lower growth. The production of capital goods 
grew by a mere 1.4 percent, compared to 7 percent in the 
previous year. Persistent infrastructure bottlenecks, low public 
and private investment, and a poor monsoon contributed to the 
industrial slowdown during 2000-01. The slowdown of the US 
economy was cited as a compounding factor. Uncertain 
demand and excess capacity in many industries have 
adversely affected investments.^ 
Banking and Finance 
The growth in the aggregate deposits of commercial 
banks at 17.8 percent in 2000-01 were higher than the 14 
percent recorded in the previous year. Net profits of 
commercial banks increased by 62 percent. The RBI amended 
foreign exchange regulations to ease transactions and to 
liberalise current account and capital account transactions. 
The foreign direct investment (FDI) ceiling in the banking 
sector was raised to 49 percent from 20 percent, subject to 
RBI approval. Public sector banks have reduced their staff by 
15 percent through voluntary retirement schemes to cut costs. 
Rather than borrow from banks, even at sub-prime lending 
rates, Indian companies are raising money at lower rates from 
commercial papers and non- convertible debentures. The RBI 
has barred foreign banks from including their external 
commercial lending to Indian companies as part of their tier 1 
capital, forcing small foreign banks to infuse fresh capital to 
' Indian Economy, accessed from www.informe.indianeconoray.com, visited on 3"* October, 2001 
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maintain the capital adequacy ratio or pare their asset base. In 
tune with international norms, the RBI has directed banks to 
publish annual reports of their subsidiaries, as a move towards 
consolidated balance sheets. ^  
Capital Markets 
Capital markets remained volatile in the year 2000-01. 
Resources rose from the primary markets declined sharply by 
31 percent in 2000-01. Since March 2001, India has been 
rocked by a series of Insider trading scandals and abuse of the 
under-regulated cooperative banking system. Many 
cooperative banks and some commercial banks lost large sums 
of money, several brokers have serious financial problems, the 
confidence of retail investors has been battered, and trading 
volumes in the stock market have declined sharply. Effective 
July 1, 2001, the Securities and Exchange Board of India 
(SEBI) has banned lending against shares and other practices 
like carrying forward of outstanding positions. SEBi has 
introduced the Index Option to provide allow options trading. 
The government has decided to stop the use of participatory 
notes by foreign institutional investors (FM's), including 
changes in sub-account policy for Mauritius-based Fll's. All 
companies listed abroad through ADR's or GDR's will be 
allowed to go in for overseas buy-outs. At least 60 companies 
have announced their plans to raise resources through an 
overseas listing-through either New York Stock Exchange or 
London Stock Exchange, but not through NASDAQ. The RBI 
has taken measures in the 2001 budget to enable investors to 
make a smooth transition from equity to the debt market and 
vice versa. It has allowed retail trading in Government 
securities through stock exchanges, announced the formation 
of a Clearing Corporation of Debt and Forex market, the 
' Indian Economy, accessed from www.infoline.indianeconomy.com, visited on 3"* October, 2001 
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replacement of the Public Debt Act by the Government 
Securities Act and the introduction of a Real Time Gross 
Settlement System/* 
Insurance 
The Insurance Regulatory Development Authority has put 
in place a regulatory framework. The regulations are published 
on its web site at www.irdaindia.org. The IRDA will regulate 
the investment funds by insurance companies, adjudicate 
disputes between insurers and intermediates and supervise the 
Tariff Advisory Committee. Minimum capital norms are set at 
Rs. 1 billion for life and non-life business and Rs. 2 billion for 
reinsurance. The IRDA has issued licenses to 16 companies, 
ending the monopoly of state-owned insurance companies. 
There is no limit to the number of licenses that will be issued. 
Investment in a parent group of companies has been capped at 
5 percent of controlled funds for a life insurance company and 
5 percent of aggregate assets of a non-life insurance 
company. The IRDA requires insurers to conduct business in 
the rural and social sectors. Life insurance companies must 
invest a minimum of 50 percent in approved securities, 
including at least 25 percent in government securities and 15 
percent in the infrastructure and social sectors under the 
investment norms. The IRDA has decided not to reduce the 
minimum share capital for health insurance companies from Rs 
1 billion, though it has attracted no applicants. Banks and non-
banking finance companies (NBFC's) can enter insurance 
either on a risk participation basis as investors, or as agents 
subject to RBI approval, with equity capped at 50 percent.^ 
' Indian Economy, accessed fiom www.infoline.indianeconomy.com, visited on 3"" October, 2001 
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MAJOR TRENDS AND OUTLOOK 
Macroeconomic Overview 
Economic reforms since July 1991, including 
liberalisation of trade, investment and the financial sector, 
have helped India boost its economic growth rate. The Indian 
economy as a whole continues to perform relatively well, and 
long-term prospects are good. The trend growth rate is 
approximately 6 percent, with small variations from year-to-
year depending mainly on agricultural performance. With 
further economic reforms, the trend rate could be boosted to 8 
to 10 percent. With greater access to international markets, 
capital inflows may rise to meet the borrowing need of the 
industry sector. Serious concerns remain about inadequate 
infrastructure and high budget deficits witch has revised 
India's sovereign ratings outlook from stable to negative, citing 
worries about fiscal policy, privatisation and deterioration in 
the country's foreign investment climate. Morgan Stanley 
Capital International announced a 40 percent cut in India's 
weight in the Emerging Market Free Index from 7.5 percent to 
4.49 percent. Nevertheless, the World Bank ranks India as the 
fourth largest economy in purchasing power parity measured in 
US prices. 
Economic growth decelerated to 5.2 percent in 2000-01, 
from 6.4 percent in 1999-2000 and 6.6 percent in 1998-99. 
Growth in services and manufacturing sector slowed and 
agricultural production fell. This year, the Reserve Bank of 
India (RBI) projects real growth will be between 6 to 
6.5.percent. A slowdown in investment and subdued consumer 
demand has led to slower growth. Higher petroleum prices, 
combined with a slowdown in Indian agricultural growth, the 
near-collapse of technology stocks in the US and increased 
15 
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competition from imports have also contributed considerably to 
a slowdown in the economy. ^ 
Inflation 
The inflation rate based on the Wholesale Price Index 
was 7 percent during the year 2000-01, compared to 3.3 
percent in the previous year, reflecting a 28.5 percent increase 
in energy prices. The retail price inflation rate measured by the 
Consumer Price Index for Industrial Workers showed an 
average rise of 3.8 percent in 2000-01. Currently, WPI inflation 
is 5.52 percent. Inflation is expected to be in the 6 to 7 percent 
range for the current fiscal year due to high money supply 
growth and lower growth in agricultural and industrial 
production. 
Fiscal Deficit 
India's finances pose a threat to medium-term 
prosperity. The fiscal deficit for 2000-01 slipped to a reported 
5.78 percent of GDP, compared to the budget target of 5.1 
percent and 5.4 percent achieved in 1998-99. Low receipts 
from the sale of government holdings in public sector 
companies and a shortfall in tax collection led to lower than 
projected revenue. When consolidated with fiscal deficits at 
the state level, the total public deficit exceeded 10 percent of 
GDP. For 2001-02, the fiscal deficit is optimistically projected 
at 4.7 percent of GDP. This year, the government has reduced 
the interest rate it pays on small savings schemes and 
provident funds from 11 percent to 9.5 percent to reduce its 
interest costs. The Fiscal Responsibility and Budget 
Management Bill introduced in Parliament in December 2000 
seeks to reduce the center's fiscal deficit to 2 percent of GDP 
' Indian Economy, accessed fix)m vvww.infoline.indianeconomy.com, visited on 3"* October, 2001 
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and eliminate the revenue deficit altogether by the end of 
2006. ^ 
Government Role In The Economy 
The year 2000 was something of a watershed in Indo-US 
economic relations as these two 'natural partners' stepped into 
a new phase of broad and multifaceted relations. Commercial 
ties between the two countries, especially in knowledge-based 
industries and high technology, are expanding. Post-Seattle, 
the Indian government does not support launching a new trade 
round and has focused on implementation and special and 
differential treatment in the WTO. India opposes inclusion of 
labor standards and environment, competition or investment in 
a new trade round. In agriculture, industrial tariffs, and e-
commerce, the US and India share common interests. In 2000-
01, India received loans from the World Bank worth US$ 2.5 
billion. 
Budget 
On February 28, 2001 the Finance Minister's budget for 
fiscal year 2001-02 was presented in Parliament, targeting a 
fiscal deficit of 4.7 percent of GDP. The budget offered 
concrete reform proposals and incremental improvement of the 
fiscal deficit, but left taxes and tariffs basically unchanged. 
The onus of reforms was put on the state governments in 
power distribution, food procurement and distribution and 
fiscal reforms. Reform measures were proposed in 
infrastructure and labor laws. 
The special excise duties of 8, 16 and 24 percent were 
reduced to a single rate of 16 percent, and dividend taxes 
were lowered. All surcharges on tariffs and income were 
removed. The effective duty on motorcars, aerated waters and 
' Indian Economy, accessed from www.infoline.indianeconomy.com, visited on 3'^ October, 2001 
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soft drinks concentrates supplied to vending machines was 
reduced to 32 percent. The peak customs duty was retained at 
35 percent, but the surcharge of 10 percent on basic duty was 
removed. Service tax was been made applicable to 15 new 
categories of services, including broadcasting services, certain 
banking and financial services, online data and information 
access services and technical constancy and port services. 
The budget was considered to be "people friendly and reform 
oriented". The Finance Bill was passed with few changes made 
in direct and indirect taxes, and without opposition.^ 
Trade Policy 
As mandated by the Indo-US agreement on the removal 
of balance of payments related quantitative restrictions, the 
government removed quantitative restrictions on the import of 
715 items (147 agricultural products, 342 textile items and 226 
manufacturing items including automobiles). Imports of bulk 
grains (wheat, rice and maize), some petroleum products and 
urea will be channeled through state trading enterprises. 
Imports of second hand vehicles have been allowed with trade 
barriers such as a basic tariff of 105 percent plus a 
countervailing duty of 16 percent plus a 4 percent special 
additional duty. Among the positive steps initiated in the 2001 
Export-Import policy are the introduction of the Market Access 
Initiative that will make available government funds for R&D 
and greater freedom to Special Economic Zones.^ 
Investment policy 
Although the rules are being liberalised, the government 
still maintains an extensive regime of complex rules controlling 
foreign investment and hindering domestic investment. 
Indian Economy, accessed from www.infoline.indianeconomy.com, visited on 3"* October, 2001 
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Monetary policy 
Broad Money (M3) in 2000-01 increased at 16.1 percent, 
higher than the RBI's target of 15 percent and 14.6 percent 
actual growth in 1999-2000. The increase in money supply 
growth was possible because of increased inflows of US$ 5.5 
billion from India Millennium Deposits. Net RBI credit to the 
central government was lower at 16.2 percent in 2000-01 than 
a year ago. Bank credit to business slowed down to 14.3 
percent, from 18.3 percent in 1999-2000. Bank investment in 
government securities grew at a lower rate of 19 percent in 
2000-01 versus 26 percent a year ago. 
Credit Policy and Bank Regulation 
The Reserve Bank of India has been trying to lower 
interest rates but has been constrained by the extent of 
preemption of domestic savings to finance the fiscal deficit. 
The credit policy for 2001-02, aims to provide adequate 
liquidity to meet credit growth and support the revival of 
investment demand while remaining vigilant on the price level. 
The policy relaxed the requirement of maintaining a cash 
reserve ratio on an average daily basis to 50 percent to 7.5 
percent, allowed banks to lend below prime lending rate, cut 
the interest rate on export credit, and banned urban 
cooperative banks from lending against security of stocks. The 
RBI has also reduced its benchmark bank rate, the rate at 
which.it lends to commercial banks to 7 percent from 7.5 
percent.^ 
Public Sector Disinvestments 
There are 247 public sector companies owned by the 
central government, and many more owned by state 
governments, ranging from heavy industry to financial 
Indian Economy, accessed from www.infoline.indianeconomy.com, visited on 3"* October, 2001 
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services. They are generally overstaffed, inefficient and offer a 
poor return on investment. Public sector reform has been 
stymied by political sensitivities about the role of the public 
sector and the fate of its employees. The Prime Minister, in 
December 1999, created a Disinvestment Department with 
greater executive powers to accelerate privatisation. Despite 
resistance from the opposition, the government struck its first 
disinvestment deal of 2000-01 by the outright sale of 51 
percent of the government's equity in Bharat Aluminum 
Company Limited to Sterlite Industries for US$ 118.4 million. 
In the year 2000-01 the government raised US$ 538 million 
from disinvestment. The budget set a revenue target from 
disinvestment of US$ 2.6 billion for 2001-02. The 
Disinvestment Minister has announced plans to sell shares of 
27 public sector companies including VSNL, Air India, Maruti 
Udyog and Hindustan Zinc.^ 
India's Foreign Trade 
The total India's trade turnover i.e., the value of the 
exports plus the value of imports has gone up by as much as 
over 250 times upto 2000, over 1950-51. The growth has, 
however, varied from year to year. On the whole, it has been 
low in the initial years, and high in the later years. In 1950's 
the annual average value of trade has very low at over Rs. 
1400 crores. In the following two decades of the 1960's and 
1970's. The growth accelerated with the annual average at 
over Rs. 2450 crores, and over Rs. 8260 crores respectively. 
In the 1980's the annual average value of trade reached a big 
figure of over Rs. 33,000 crores. In the nineties (1990-2000), 
the annual average comes to about 2000,000 crores. 
Indian Economy, accessed from www.infoline.indianeconomy.com, visited on 3"^  October, 2001 
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Table 1.4 
India's Foreign Trade 

















































































Source: Tata Statistical Outline of India 2000-01 
Table 1.4 shows that there is an increase in the value of 
import which is very large indeed. At present (1999-2000) its 
value is more than about 335 times over that in 1950-51. The 
growth in imports has been large and accelerating. The annual 
average value of imports was low at Rs. 800 crores in the 
1950's this increased to about Rs. 1500 crores in the 1960's 
and to still much higher figure of about Rs 4500 crores in the 
1970's. In the 1980's its value went up very sharply to about 
Rs. 20000 crores. This trend continues in the nineties (1999-
2000) with the annual average at over Rs. 1,10000 crores. 
The most important factor that has contributed to this 
large rise in imports is heavy imports of development goods, 
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namely, capital goods and the maintenance goods. This has 
been in pursuance of the objective of heavy industry based 
industrialisation, initiated in the second plan Quite often 
imports of food grains has to be resorted to on a significant 
scale largely to meet domestic shortages caused flood and 
drought conditions. Another important factor has beo;n the step 
rise in the prices of import goods, in particular of petroleum 
and fertilisers since 1973-74. 
There has also been a rise in the value of exports, 
although modest. Over the entire period since 1950-51, the 
rise has been of the order of about 270 times. The growth too 
has been of the order of about 270 times. This growth was 
relatively smaller than in imports. The annual average value of 
exports in the fifties was very low at Rs 600 crores. The 
increase in the 1960's too was small with the annual average 
at over Rs 950 crores. There was, however, a bigger increase 
in 1970's with figure at about Rs 3,775 crores. In the 1980s, 
too the rise was sizable with the annual average value at about 
Rs 13,100 crores for the nineties (1990-2000) it is around Rs 
93000 crores. 
Several factors explain the relatively small growth of 
exports. A lot of these causes originated in foreign countries in 
particular developed capitalist countries. Such developments 
as recession abroad, and protectionist barriers erected by 
these countries restricted India's exports. The export of large 
many traditional items with low income and price elasticities 
also kept its value low, particularly in the earlier years. The 
earlier government's weak export policy has also been 
responsible for this state of affairs. As for as recent increase 
in exports is concerned, one contributory factor has been the 
diversification of the economy. As a result, non-traditional 
items like engineering goods with high elasticities (income and 
price wise) came to be exported to many countries. Another 
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important factor is the agreements with a number of countries, 
which increased our exports. The government's promotional 
efforts in recent years including devaluation of 1991 and 
depreciation since then have also given a boost to exports. 
Foreign investment 
Total foreign investment in the year 2000-01 was 
estimated at US$ 3 billion, lower than the US$ 5.1 billion worth 
of investment made during 1999-2000. Foreign direct 
investment (FDI) stood at US$ 2 billion In 2000-01 compared 
to US$ 2.2 billion in 1999-2000. Outflows under foreign 
institutional investments resulted in the slowdown in total 
foreign investment. Fresh Fll inflows were US$ 476 million 
against outflows of US$ 1.2 billion during April-January 2000-
01. Annual US FDI inflows to India have remained flat for the 
past three years at roughly US 1.5 to 2 billion per year. ^ 
Foreign Exchange Reserves 
Foreign reserves (including gold and SDRs) stood at US$ 
43 billion at end June 2001, enough to cover nine months of 
imports. This compares favorably with reserves of US$ 38 
billion in March 2000.^ 
External Debt 
Total external debt stood at US$ 97.86 billion in 
September 2000 compared with US$ 98.4 billion in March 
2000. The external debt-GDP ratio was around 20.7 percent in 
September 2000, down from 41 percent in 1991-92. The debt 
service ratio of debt payments to export earnings has also 
declined over the past several years, falling from 30 percent in 
1991-92 to 19 percent in the year 2000-01. India's external 
debt position is manageable, with short-term debt accounting 
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for only 4.6 percent of total external debt. Nearly 37.5 percent 
of India's longer-term debt is concessional. 
Real Exchange rate 
The last year witnessed downward pressure on the 
rupee-dollar rate from May 2000 and moved in a range of Rs 
43.3 to 43.7 per dollar during the year. The rupee depreciated 
by 7.6 percent during the year. In April 2001, the rupee 
breached the Rs 47 per dollar mark due to political volatility 
coupled with concerns over rising crude prices. The RBI 
attempted to stem the rupee's depreciation by mobilizing 
deposits worth US$ 5.5 billion from non-resident Indians 
through India Millennium India Deposits. Given the recent 
strength of the dollar against regional Asian currencies, a case 
for a depreciation of the rupee against the dollar for parity in 
trade-weighted indices is building up.^ 
Balance of Payments 
India ended the financial year 2000-01 with an estimated 
current account deficit of US$ 5.7 billion, about 0.5 percent of 
GDP, against a deficit of 4.7 billion in year 1999-2000. The 
government controls external commercial borrowing (ECB), but 
allows Indian firms to use ECB to finance foreign currency 
capital expenditures within limits set annually by the Ministry 
of Finance. The government has raised the ECB limits through 
the automatic route to US$ 50 million and RBI can approve 
proposals up to US$ 100 million. Seven sectors including 
power, telecom, railways, roads including bridges, ports, 
industrial parks and urban infrastructure and export-oriented 
units can raise funds in overseas debt and equity markets up 
to US$ 200 million. Export earners can now repay outstanding 
external loans. The government has made it simpler for Indian 
' Summery of Current Macro-economic Situation: accessed from www.infoiine.indianeconomy.com, visited on i"' 
October, 2001 
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companies to acquire companies abroad. The ceiling for 
automatic approval for overseas investment is US$ 50 million 
in a block of 3 financial years. From June 1, 2001, the foreign 
borrowing costs will go up as the government has withdrawn 
the tax exemption on ECB under the Income Tax Act.^ 
INDIA'S INFRASTRUCTURE 
Inadequate provision of high quality and reasonably 
priced infrastructure services is a major barrier to continued 
growth of the economy. In efficiencies and shortfalls in 
capacity are reflected in congested roads and ports, frequent 
power failures, and drinking water shortages. Infrastructure 
investments have slowed considerably largely because of the 
uneconomic pricing of the power and other services. To 
sustain a real GDP growth of 7 to 8 percent, it is imperative to 
accelerate the rate of infrastructure investment, remove 
bureaucratic hurdles and decrease high transaction costs. 
Further deregulation and liberalisation will be effective in 
increasing growth only if they translate into higher domestic 
and foreign investment. To boost infrastructure development, 
the government continues to simplify the FDI rules in several 
sectors. Power, telecom, port and road sectors require an 
estimated US$ 276 billion funding in the next five years. 
Power: As of May 2001, India's installed power generation 
capacity was 101,866 MW. Total power generation during 
2000-01 was 497 billion KwH, up one percent from last year. 
Power shortages increased during 2000-01, with a 6.2 percent 
overall shortage and 12.4 percent peak shortage. The target 
for electricity generation for 2001-02 is 527 KwH. State 
Electricity Boards (SEB's) continued their poor financial 
performance in 2000-01, with an average rate of return on 
' Summery of Current Macrcxconomic Situation: accessed from www.infoline.inclianeconomy.com, visited on 3"" 
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assets of negative 12.2 to16 percent. This was largely due to 
large subsidies to agricultural and domestic users. The Power 
Ministry estimates that 35 to 40 percent of generated power is 
lost in transmission, distribution and technical losses. The 
theft and pilferage at the macro level has been estimated at Rs 
4.6 trillion annually. The government is set to amend the 
Indian Electricity Act 1910 to propose tougher punishment for 
power theft. It has proposed to make power meters mandatory 
in every factory, house, office or other settlement by December 
2001. The Central Electricity Authority (CEA) has projected a 
peak energy requirement of 570 billion kWh in 2001-02 and 
782 billion by 2006-07. Peak load is estimated to reach 95,757 
MW in 2001-02 and 130,944 MW in 2006-07. 
US power investments have been mired in problems. 
Enron, the major shareholder the US$ 3 billion Dabhol Power 
Corporation, has been locked in dispute with the Maharashtra 
State Electricity Board over its Power Purchase Agreement. 
MSEB is currently not buying any more power from Enron's 
Dabhol plant. The three construction contractors of Dabhol 
Bechtel, GE, and Enron have stopped work on the second 
phase. Dabhol Power has recently invoked its payment 
guarantees with the central government and the international 
arbitration process to resolve the dispute. CMS Energy's 
investment in the Ennore LPG power project is in doubt 
because it can not get purchase commitments. AES in Orissa 
is also not being paid by government entities, but has been 
forbidden to stop supplying power. 
Meanwhile, the central government has decided to 
increase generating capacity through central power utilities 
instead of independent power producers (MP's). The 
government has issued guidelines allowing states to share 
power from central utilities, linking it with power sector 
reforms. Under the new formula, states will have to sign power 
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purchase pacts with central utilities and make payments 
upfront. The government in the 2001-02 budget has proposed 
a reform program for SEB's, with full metering, energy audits, 
independent tariff determination, and commercialised 
distribution, supported by conditional grants and loans from 
the central state. The states will be required to establish state 
electricity regulatory commissions within three months and to 
ensure that electricity supply and consumption is metered and 
consumers are billed. Generators including private, state or 
central power units would have direct access to consumers.^ 
Roads: India's road network of 3 million kilometers is the third 
largest in the world. Half of roads are un-surfaced, with only 
52,010 km of national highways suitable for high-speed traffic. 
The government estimates that by 2005, road traffic will 
account for 85 percent of passenger traffic and 70 percent of 
goods traffic. The National Highway Authority of India (NHAI) 
raised US$ 1.4 billion in 2000-01 through bonds and plans to 
raise US$ 1.3 billion in the current year to finance the US$ 
11.6 billion National Integrated Highway Project connecting 
Delhi, Mumbai, Chennai, and Kolkata with East-West and 
North-South corridors. The World Bank is likely to sanction a 
loan of US$ 550 million and ADB has offered US$ 250-300 
million for the project. The project also receives funds from a 
tax on diesel fuel and state and central government 
contributions. The government plans to encourage private 
sector participation in road construction. ^ 
Railways: Indian Railways operates a network of 62,809 
kilometers, 31 percent of which is electrified. Freight traffic in 
the year 2000-01 was 428 million tons, up 8.4 percent over the 
previous year. The 2001-02 Railway budget focused on 
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improving safety, traffic facilities, passenger amenities and 
capacity increases. It proposes to build a nation-wide telecom 
and multimedia network by laying optic fiber cables along rail 
networks, besides meeting the railway requirements. Rail 
movement of petroleum products is set to undergo major 
changes following the scheduled dismantling of the 
administered pricing mechanism by 2002, The railways may 
face major problems after deregulation. 
Ports: About 90 percent of Indian imports and exports are 
transported by sea, but the country's port capacity is 
inadequate to handle the flows. The twelve major ports, which 
account for over 90 percent of the country's port traffic, 
handled 281 million tons of cargo in 2000-01 against installed 
capacity of 291 million tons. Port traffic is projected to reach 
344 million tons by 2002 and 530 million tons by 2006-07. This 
will require 300 to 400 additional berths to handle the 
increased cargo. The Visakhapatnam port ranked first among 
the major ports by handling 45 million tons of cargo during 
2000-01. The average turn around time has come down from 5 
days to 4.7 days. Ships no longer have to wait for berths. Two 
large port projects - a new major port at Ennore constructed 
with ADB assistance and mechanised coal-handling facility at 
Paradip Port - are near/ng completion. The government is 
taking steps to corporatise Jawaharlal Nehru Port at Navi 
Mumbai and Haldia Port by end 2001-02. Chennai Port Trust 
proposes to privatise container terminals. Investment is being 
facilitated by setting economic tariffs. With the formation of the 
Tariff Authority for Major Ports, these tariffs are being 
rationalised on a transparent basis. Automatic approval of 
foreign equity up to 100 percent is available for the port and 
harbor construction. 
India's 148 minor ports are under the jurisdiction of their 
respective states. These ports handle about 10 per cent of 
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total traffic. Gujarat, Maharashtra and Andhra Pradesh have 
progressive privatisation policies and have attracted private 
investment for port development at existing ports and green 
field sites. The lack of rail and road links hinders development 
of minor ports, but state governments competing to attract 
investment have significantly reduced red tape.^ 
Telecommunications: India operates a telecommunication 
network comprising over 28,936 exchanges with a capacity of 
nearly 36.7 million lines and 30 million working connections as 
of January 2001. Two government department service 
providers were corporatise as Bharat Sanchar Nigam Limited. 
In August 2000, the national long distance service market was 
opened up to private sector competition, but the new long 
distance operators are allowed to offer only inter circle traffic. 
In January 2001, the government opened the basic services 
segment to unrestricted competition with low entry fees. It has 
allowed basic services operators to offer limited mobility and 
cellular operators to offer fixed line services using their GSM 
network. Cellular, radio, paging services and Internet service 
providers (ISPs) has been established in major cities in the 
country. The cellular industry has registered an impressive 
growth of 90 percent in 2000-01 with cellular base touching 3.6 
million as end March 2001. Indian metropolitan cities are 
enjoying one of the cheapest mobile phone services in the 
world. ISP's have been allowed to hire bandwidth on foreign 
satellites. This will enable increased availability of Internet 
bandwidth and facilitate Internet expansion. The Department of 
Telecommunications (DOT) plans to provide 18.5 million new 
telephone lines by 2002, while private operators are expected 
to provide 5.2 million lines. Videsh Sanchar Nigam Limited will 
lose its monopoly on international telephony in March 2002. 
Summery of Current Macro-economic Situation: accessed fiom www.infoline.indianeconomy.com, visited on 3"* 
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Internet telephony is currently illegal. The government wants 
to increase teledensity in rural areas from present 0.6 per 100 
to over 4 per 100 by 2010. The government's recent decision 
to allow the introduction of limited mobility phones based on 
Wireless in Local Loop (WLL/CDMA) technology by basic 
operators has made basic licenses very attractive, with almost 
150 applications filed by companies to cash in on the WLL 
bonanza. Wireless in local loop technology is expected to be 
use extensively to provide telephones in rural areas by 2002. 
Information Technology 
The software industry has emerged as one of the fastest 
growing sectors in the economy with a compound annual 
growth rate exceeding 50 per cent in the last five years, a 
turnover of US$ 8.26 billion, and exports worth US$ 6.2 billion 
in 2000-01. The National Association of Software and Service 
Companies (NASSCOM) expects the software industry's 
exposure to the US to come down from 80 to 60 percent this 
year. Software industry revenues are estimated to touch US$ 
11.2 billion in 2001-02, with exports contributing US$ 8.5 
billion. India hopes to achieve a target of US$ 50 billion in 
software exports by 2008. IT-enabled services, including call 
centers, back office processing, and dispersed R&D is among 
the fastest growing business segments in India. To facilitate 
the growth of e-commerce, electronic communication through 
the Internet and accelerate induction of information technology 
(IT) in critical sectors of the economy, the government has 
approved the IT Act 2000. This Act provides a legal framework 
to facilitate electronic commerce and transactions, and aims to 
recognise electronic contracts, prevention of computer crimes, 
electronic filing/documentation, and digital signatures. 
The Internet has the potential to explode from 4.2 million 
users at present to 37 million connections once connections 
are available on cable networks spread across India. 
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Television and the Internet are converging with web cruisers 
and internet-enabled TVs. Private Internet service providers 
(ISP's) have been slashing Internet rates. Private ISP's now 
can uplink to any satellite foreign or domestic on both Ku-band 
and C-band, without having to go through the state-owned 
international telecom carrier. The current Internet international 
bandwidth connectivity in India is 1,000 Megabytes per second 
while the current demand is 5 Gigabytes per second. The 
government has indicated that a 40 Gigabytes per second 
dense wave digital multiplexing system of domestic bandwidth 
will be installed and operative by 2002. The requirement by 
2005 will be 300 Gbps. The Convergence Bill, which addresses 
the common flow of voice, data and images enabled by digital 
technologies and is expected to do away with the multiple 
licenses for basic telephony, cellular telephony, broadcasting 
and web casting, is expected, to be passed early next year. E-
commerce activity is expected to touch US$ 5.4 billion in 2005 
from US$ 0.1 billion in 2000-01. E-commerce solutions exports 
are expected to increase to US$ 2 billion by 2002. The 
government allows foreign equity of 100 percent in business-
to-business e-commerce ventures. Foreign investment is not 
permitted in business to consumer operations. Customs duty 
on IT and telecom equipment has been lowered to 15 percent 
with the intention to completely eliminate import duties over 
the next two years. 
Further to visualise the complementarities of both these 
nations under study, a brief review of US economy is also 
presented as below. 
HISTORICAL BACKGROUND OF THE US ECONOMY 
Early in the seventeenth century a few small groups of 
pioneers sought new homes on the Atlantic Coastline of North 
America. This was the beginning of an astonishingly rapid 
process of expansion, which in little more than three and half 
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centuries has brought nearly 40 million immigrants across the 
ocean, carried all the institution of civilisation 3,500 miles 
across the continent to the pacific, and made the US in 
twentieth century not only the richest and most powerful nation 
in the world but also the sponsor of new ideals and new 
institutions. 
Most scholars of earlier generations regarded the 
evolution of government, as their central theme, interpreting 
the growth of different nations mainly in terms of their political 
development. On the other hand, many of them of the present 
day study society as a whole instead of concentrating on 
political institutions. In describing the growth of the US from 
the first small settlements of the seventeenth century to the 
world power of the twentieth, one has to study her trade 
relations with other countries. 
US Economic Performance Since 1970 
AH economies experienced lower rate of growth in output 
and productivity after 1970, being no exception the US 
economic performance ranked below average. Extremely 
volatile economic conditions created a less stable world 
economy with mixed results for the United States International 
Position. The trade sector assumed increased significance as 
the value of traded goods increased during 1970's and 1980's 
in relation to US national income, although the proportion 
remained small when compared to other economies. The rising 
export value was dwarfed by a surge of imports. Higher oil 
prices drove up the value of petroleum imports from US$2.9 
billion in 1970 to US$ 26.6 billion in 1974 and US$ 60.4 billion 
by 1979. In the 1980's falling oil prices contributed to a 
marked declined in the cost of petroleum imports. By contrast 
there was a sustained rise from the late 1960's in the level of 
imports of automobiles, machinery and capital goods. Imports 
of textiles and electrical products increased from the newly 
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industrialising economies of Southeast Asia. The overall effect 
was to shift the distribution of trade more towards the Pacific 
Rim. It also brought to a close era of US trade surpluses. From 
1971 the devaluation of the dollar offset some of the pressure 
from imports, but in the early 1980's a regime of high interest 
rates, designed to reduce inflation in the early 1980's, raised 
the value of the dollar, which, by making imports cheaper, 
contributed to the mounting trade deficits. A fall in agricultural 
commodity prices from 1979 further reduced US export 
earnings. There were deficit on merchandise trade in 1971, 
1972 and 1974 and than continuously from 1976 to 1993. The 
largest deficit on merchandise trade was with Japan and the 
rise of manufactured imports implied a loss of competitive 
advantage in several sectors. The current account was in 
deficit in 1971, 1972, 1977 to 1979 and than in each year from 
1982 to 1993, though the size of the deficits narrowed from 
1985, in part due to a new fall in the dollar's value. 
Some of the earlier tendencies persisted US direct 
investment overseas continued to rise as multinational firms 
sustained their development of global businesses through the 
1970's and 1980's. There was a major growth in bank lending 
to less developed economies such as Brazil and Mexico in the 
1970's, a phase of low real interest rates. However, in the 
early 1980's the combination of recessions, falling 
commodities prices and higher real interest rates produced a 
'debt crisis' a balance of payments problems which prevented 
less developed economies maintaining debt payments and 
consequently US commercial banks curtailed lending. US 
Government funds still went abroad. There was a new outflow 
of US$ 147 million in grants and credits between 1976 and 
1990 of which one third took the form of military assistance. 
However, US capital was less dominant then before. The oil 
exporting economies emerged as major sources of capital from 
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the 1970's, augmenting the flow of dollars overseas and 
fueling more volatile international movements of capital. US 
multinationals encountered more and larger foreign rivals. 
Overseas investment in the United States had grown at around 
6 percent per annum during the 1950's and 1960's, but rose at 
double this rate in the 1970's, led by Canada and Europe, with 
later increases in Japanese investment. The value of overseas 
direct investment in the United States increased from US$ 172 
billion in 1984 to US$ 2281 billion 1992. During the 1980's 
relaxation of controls on capital movements and on overseas 
banking accelerated the growth of multinational financial 
corporations and the interconnections between financial 
markets. With the inflow of foreign capital across all sectors, 
though most rapidly in manufacturing borrowing from overseas 
was vital to finance the widening US budget deficit and the 
United States had again become a net debtor nation. 
By 1990 the United States' position in the world economy 
had clearly altered. It still possessed considerable strengths 
as the major industrial producer, accounting for 23 percent of 
world output, and surpassed all other economies in terms of 
total national income. US productivity exceeded the 
Organisation for Economic Cooperation and Development 
(OECD) average, though the lead in productivity per hour 
worked was much less.^ US technological superiority remained 
intact in manufacturing as a whole and was greatest in 
chemicals and aerospace. Despite the collapse of the idealised 
Breton Woods financial system, the dollar was the key 
international currency and over the previous thirty years US 
financial institutions had developed substantially larger and 
more extensive overseas networks. The US re-established its 
role as a destination for large numbers of immigrants. In 
strategic terms and ending of the Cold War and the 
' OECD, OECD Economic Survey; United States, 1993 (Paris, 1993), pp.52-53 
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fragmentation of the Soviet Union and Eastern Europe left the 
United States as the pre-eminent military power. 
There were equally evident signs that the United States 
international standing had altered considerably since 1945. 
The lead in total national income had narrowed and a few 
economies had moved ahead in per-capita income. The 
balance-of-payments deficits and inflows of overseas capital 
left the economy more vulnerable to speculation and changes 
in overseas perceptions of its prospects. The rise of other 
industrial nations in Europe and Southeast Asia signaled a 
shift of economic power so that the United Sates competed 
and negotiated with stronger, more assertive rivals. The 
penetration of imports indicated a certain weakening of 
industrial and technological leadership and the relatively slow 
growth rate posed the threat of being overtaken in terms of 
productivity or even income. Just as US banks now operated 
more overseas, other nation's multinational banks and direct 
and indirect investments in the United States had expanded 
rapidly since 1970s, so that multinational investments was 
more diverse in its origins than had been the case during the 
1950s and 1960s. Indeed the resurgence of German and 
Japanese investments and the expansions of multinational 
involvement in services and public utilities represented a 
return to pre 1914 conditions. 
The notion of a liberalised system of free trade suffered 
particular damage after 1970. Throughout the world economy 
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slower growth produced a strengthening of existing 
protectionist measures and the addition of new restriction. The 
US adopted a more combative approach to trade negotiations, 
placed direct pressure on other nations to limit exports and 
engagement in more bilateral dealings was evident in the 
1980's. Non-tariff controls on trade mounted in an ad-hoc 
response to pressures from domestic industries with, for 
instance. new restrictions on imports of agricultural 
commodities and pressure leading to 'voluntary' export 
restraints on imports of cars, televisions, machine tools and 
some steels.^ In its dealings with Japan and Korea, US policy 
began to demand 'fair trade', criticised cheap imports and 
highlighted constraints on exports to Japan. In Europe, US 
efforts were directed at opening markets for its farm produce 
and responding to weakness in its manufacturing trade by 
challenging overseas restrictions on films and other service 
industries. The post War development of regional trade blocks 
had increased the bargaining power and widened the free-
trade areas of particular groups of countries, and the US 
began to seek similar benefits. A regional trade agreement in 
the Caribbean was reached in 1980 and in 1994 the US 
entered the North American Free Trade Agreement with Mexico 
and Canada. It was an attempt to reap benefits from mix of 
cheaper labour and a larger market for which the US itself no 
' Krueger, Economic Policies at Cross-puiposes, pp.128 
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longer appeared sufficient, but also signaled a further 
departure from the ideal of a liberal world-trade system. 
Geographical Condition of the USA 
The US having fifty states is bounded in the North by 
Canada, in the East by North Atlantic, South by the Gulf of 
Mexico and Mexico, and West by the North Pacific Ocean. It 
covers an area of 3536278 Sq. miles of which 181518 Sq. 
miles is made of water (comprising great lakes, inland and 
coastal water). There is considerable climate variation, with 
mean annual average temperature ranging from 29° C (77° F) 
in Florida to 13.3° C (10° F) in Alaska. Average annual rainfall 
ranges from 1831 mm in Arkansas to 191mm in Nevada. Much 
of Texas, New Mexico, Arizona, Nevada and Utah are deserts. 
The US is divided into four geographic regions comprised 
of nine divisions. These are, with their 1990 census 
population: North East (comprised of the New England and 
Middle Atlantic divisions) 50,809,229, Mid West (East North 
central, west. North Central) 59,668,632; South (South 
Atlantic, East South Central, West South Central) 85,445,930, 
(Mountain Pacific) 52786082.^ 
USA's Population 
The number of people resident in the United States 
increased from 140 million at the end of World War second to 
273 million in the year 2000 (table 1.5). There were two 
'EuropaYearBook-2000 
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distinct phases in the growth of population. Between 1945 and 
1964 the rate of increase accelerated with the arrival of the 
"baby-boom" generation, which abruptly reversed earlier trends 
and confined predictions of population stagnation. 
Table-1.5 























Source: Economic Report of the President 1995 Washington D.C. 1945. 
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The post war period was distinctive in US demograpfiic 
history, too, in that there were a greater number of women 
than men in the population for the first time. It was an ageing 
population: average life expectancy at birth rose from 64 years 
to 72 years for men and from 68 years to 79 years for women 
between 1945 and 90. 
According, to the latest US census Bureau, information 
the total world's population Is inhibited by about 6 billion (5975 
million in 1999) people. US population is more than 273 
millions a little over one fourth of India's population, which is 
more than one billion (2001). It has 4.6 percent of the world 
population with a space, which is over 7 percent of the total 
world area.^ 
USA's Natural Resources 
The major factor in the evaluation of American Society 
has been the abundance of fertile land and natural resources. 
The pioneers who explore and colonised North America found 
millions of acres of virgin forest, rich soil suitable for almost all 
forms of agriculture, broad rivers providing communication with 
the heart of the continent, vast grassy plains and almost every 
mineral known to man. There was no easy way to develop 
these resources, and unlike their Latin American neighbors, 
the pioneers of North America did not find Indian races that 
could be successfully subjected and compelled to labour for 
their white conquers. 
But opportunities unique in human history awaited men 
and women who had the necessary courage and initiative, and 
above all, the willingness and capacity for hard work. The 
natural wealth of the continent strengthened the optimistic and 
individualistic sprit of the American people, promoted social 
' us Census Bureau, Statistical Abstract of the United States, 2000. 
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and political equality and living even known and the material 
power needed for the assumptions of global responsibilities. 
National Income of the USA 
The USA is the world's leading economic power and the 
size of its economy is awe-inspiring. The absolute level of the 
Gross National Product (GNP) of the US amounted to US$ 
8351 billion in the year 1999 occupying first rank in the world. 
Its GNP account for over 28.6 percent of the world's income. It 
is twice the size of the Japan, four times the size of Germany 
and nearly seven times the size of UK's. 
Table 1.6 
Gross National Product of the USA 
GNP 































* Annual average 1960-1970 ** Annual average 1970-1980 
Source: ElU Country Profile 1988-89 
Real Gross Domestic Product (GDP) growth was 4.3 
percent in 199, 4.5 percent in 1997 and 3.7 percent in 1996. 
The GDP growth of 1999 and 2000 is 4.0 percent and 4.2 
percent respectively. The US was second in the world 
Economic Forum's Global Competitiveness Report in 1999, up 
from third in 1998. The report assesses countries on their 
potential for economic growth; the booming US economy is 
more than ever the driving force of the world prosperity. 
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If we look backward the real GNP of the US grew by an 
average of 3.3 percent in the period of 1950-80 with the 1960's 
having the fastest rate of growth (3.8 percent per annum). The 
economy in recession when Mr. Reagan was the first elected 
president in1980. Real GNP fell by 0.2 percent in 1980, rose 
by 1.9 percent in 1981 before falling 2.5 percent in 1982. His 
tax fiscal policy, founded on generous tax cuts to both the 
personal and corporate sectors, spurred economic recovery in 
1983 and 1984 with real GNP rising by 3.6 percent and 6.8 
percent respectively. Buoyant domestic demand during this 
period combined with an over valued dollar to generate a 
massive surge in real imports of goods and services. It is clear 
from table 1.6 that real GNP growth slowed to 3 percent in 
1985, 2.9 percent in 1986 and 2.9 percent in 1987. 
Table -1.7 
Gross Domestic Product (in $ 1.000 m.) 
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Investment 
Net Exports of Global 
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Govt. Consumption 
































Source: The statesman Year Book, 2000 
Table 1.7 shows that the growth rates for the world 
output for the two decades respectively are 3.2 percent and 
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2.5 percent. For the US it is 3.0 and 3.4 percent respectively, 
which shows a minor growth in the respective two decades 
when compared to the world. Almost a similar picture emerges 
when we look at sectoral growth rates. In respect of the 
agricultural growth rate of the world which is 2.7 percent and 
1.6 percent in the last two decades shows a downfall of 40 
percent in the last decade. US agricultural growth is 2.5 
percent in the last decade. Industrial growth of the world was 
3.0 percent in the decade of 1990-99 but the US industrial 
growth shows a much better growth of 4.9 percent out of the 
total world's growth. In the service sector the growth of the 
world is 2.5 percent in the last decade while the growth of the 
US in the service sector 2.1 percent. 
Growth Rate from 1980 to 1999 
The most important facet of the economy concerns its 
growth rate, and that of its three main sectors, namely, 
agriculture, Industry and services. Taking an overall view, we 
refer to the growth of GDP in recent times. We take the 
preceding two decades of the 1980's (1980-90) and the 1990's 
(1990-99) for which we have the data to find out USA's 
position vis-^-vis the world. 
Table-1.8 






















Source: World Development Report - 2000-01 
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Banking & Finance 
The Federal Reserve System, established under The 
Federal Reserve Act of 1913, comprises the Board of seven 
Governors, the twelve Regional Federal Reserve Banks with 
their 25 branches, and the Federal; Open Market Committee. 
The president with the consent of the senate appoints the 
seven members of board of governors. Each governor is 
appointed to a full term of 14 years or an un-expired portion of 
a term, one term experiencing every 2 years. The president 
appoints the chairman of the Federal Reserve Board for 4 
years term. 
The reserve banks advance fund to the depository 
institutions, issue Federal Reserve notes (the only term of 
currency, apart from coins), act as fixed agents for the transfer 
arrangements. They may increase or decrease the country's 
supply of reserve funds by buying or selling government 
securities and other obligations at the direction of the FOMC 
(Federal Open Market Committee) the purchase and sale of 
securities conducted by the Federal Reserve Bank of New 
York. The capital stock is held by the member of banks, but 
carries no rights except in the election of directions. 
Agriculture 
Agriculture in the US is characterised by its ability to 
adapt to widely varying conditions, and still procedure and 
abundance and variety of agricultural products. From colonial 
times to about 1920 the major increases in farm production 
were brought about by adding to the number of farms and the 
amount of land under cultivation. During this period nearly 320 
m. acres of virgin forest were converted to cropland or 
posture. 
Since the Second World War the up trend in farm output 
has been greatly accelerated by increased production by area 
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per farm animal. These increase are associated with a higher 
degree of mechanisation, greater use of lime and fertilisers, 
improved varieties, including hybrid maize, more effective 
control of insects and diseases etc. 
Table-1.9 







































































Source: Europa Year Book-2000 
All land in farms totaled less than 500m acres in1870, 
rose to a peak of 1200 m. acres in the 1950's and declined to 
968 m. acres in 1997, even with the addition the new states of 
Alaska and Hawaii in 1960. The number of farms declined from 
6.35 m. in 1940 to 2.06 m. in 1997, as the average size of 
farms doubled. The average size of farms in 1997 was 471 
acres, but ranged from a few acres to many thousands acres. 
At the 1990 census 66964,000 persons (22.5 percent of the 
population) were rural, of whom 4591,000 (under 2 percent) 
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lived on farms. In 1997 there were an estimated 1317000 
farms operators and managers and 2030,000 persons in other 
agricultural and related occupations, of whom 6000 were farm 
workers. There were, in 1997, 4.8 m tractors and 662000 
harvesters. 
Gross farm income (Including government payments), 
was US$ 219.9bn in 1996 compared to US$ 198.2bn in 1990. 
Net farm income was US$ 52.2bn compared to US$ 44.8bn in 
1990.The harvest area and production of the principle crops 
for 1998 and 1997 were shown in the table 3.9 given above. 
The farm value of the fruits in 1998 was apples US$ 
1226m, oranges and tangerines US$ 2096m and grapes US$ 
2492m. Dairy production In 1998, milk was 157400m lb., 
cheese 7502m lb. Butter 1082m lb. Ice cream 937m, gallons, 
non-fat dry milk 1140m lb. Yogurts, 1616m lb. 
Industry 
The annual survey of manufacturers carries forward the 
key measures of manufacturing activity. The large plants in the 
surveys accounts for approximately two-thirds of the total 
employment in operating manufacturing establishments in the 
US. The numbers of employees in the manufacturing industry 
in 1997 were approximately 18657000. In 1997 manufacturing 
contributed 17 percent of the GDP and provided 15 percent of 
jobs, down from 27 percent of GDP and 31 percent of jobs In 
1960. Industrial production grew far faster during the 1990's 
than in any other major economy; output expanding by 34 
percent during the period 1990-98. Employees worked an 
average of 42 hours per week in 1997 for an average weekly 
income of US$ 533. 
The leading industries in 1995 in terms of value added 
by manufacture (in US$ 1m.) were: Motor vehicles and 
equipments, 105899; Electronic components and accessories. 
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84059; pharmaceuticals 59813; miscellaneous plastic products 
55621 in 1997 principal commodities produced by value of 
shipment, in (US$1m.) included: industrial machinery and 
equipments, 408860; electronic components and accessories, 
351554; motor vehicle and parts; 346606; petroleum and coal 
products 177314. In 1997 companies comprising 55 percent 
steel production employed 83466 wage earners who worked an 
average of 42.7 hours per week and earned an average of US$ 
23.90 per hour; total employment cost were US$6465m and 
total employment cost for 28359 salaried employees were 
US$2378m.^ 
Forestry 
Forest covered a total area of 525m acres (212m.ha) in 
1995, or 23 percent of the land area. The gross area of 
national forest was 231.8 acres in 1997, of which 191.8m 
acres were federally owned ('National Forest System'). 
Between 1990 and 1995 new planting resulted in the total area 
under forest growing by 7.2m acres (2.9m.ha), the largest 
increase in any country in the world over the same period. In 
1992 there were 490m acres of timberland (97m. acres 
federally owned or managed, 35m. acres state, county or 
municipality owned, 358m. acres private). Timber production 
was 490.69m.cu meters in 1997. The US is the world's largest 
producer of round wood (15 percent of the world total in 1997). 
It is also the highest consumer of round wood. Lumber 
consumption in 1997 was 9.14bn cu. ft., including 2.6bn cu. Ft. 
of imports. 
There are 624 designated wilderness areas throughout 
the US, covering a total of 104m acres (42m ha.). More than 
' Statistical Survey, United States of America, Europa Year 3ook-2000 
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half of the areas are in Alaska (56 percent), followed by 
California (13 percent), Arizona, Washington and Idaho.^ 
Fisheries 
In 1997 the domestic catch was 9845nn lb. valued at US$ 
3467m (including 1449m. lb. of shellfish valued at $17444m.). 
Main species landed in terms of value (US$1m.) are shrimp, 
544; crab, 429.5; salmon, 270.4, Alaska Pollock, 242.6; 
flounder, 130.8. Disposition of the domestic catch (1m. lb) ; 
fresh or frozen, 6877; tinned 648; cured, 108; reduced to meal 
or oil, 2213. The US imports of fishery commodities in 1995 
were (US$7.14bn.) have exceeded only by those of Japan, and 
exports in 1995 were (US$ 3.38bn.) have exceeded only by 
those of Thailand. 
In the period 1991-93 the average US citizen consumed 
47.21b (21.4kg.) of fish and fishery products a year, compared 
to an average 28.71b (13 kg.) for the world as a whole. In 1996 
per capita consumption offish and shellfish was 14.7 lb. (6.7 kg.)^  
International Trade of the USA 
As for as the latest Balance of Payment position of the 
US is concerned, in 1998 the US recorded a visible trade 
deficit of US$244,970 million (excluding military transaction), 
and there was a deficit of US$220,560 millions on the current 
account of the Balance of Payments. The US principal export 
market and main source of imports in 1998 was Canada, with 
which a free trade agreement came into force in January, 
1989, providing for the progressive elimination, over a ten year 
period, of virtually all trade tariffs between the two countries. 
In 1998 Canada accounted for 22.9 percent of the total US 
exports and 19.1percent of the total imports. Japan was the 
second largest trading partner (providing 13.3 percent of the 
' Statistical Survey, United States of America. Europa Year Book-2000 
Mbid. 
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US imports in 1998), but the imbalance in its trade with the US 
(Japan accounted for 8.5 percent of the US exports in 1998) 
has been the source of friction between the two countries in 
recent years. Other major trading partners include Mexico, The 
U.K. Germany and other members of European Unions (EU), 
and the People's Republic of China. In 1995 machinery and 
transport equipment constituted the principal category of 
exports (accounting for 48.3 percent of the total) and imports 
(47.1percent).^ 
INDO-US AND THE WORLD ECONOMY-AN ANALYSIS 
In order to have a view of the overall economic and 
demographic conditions of the two nations under study, we can 
go through table 1.10 given below. 
Table-1.10 
India and USA; A Comparison 
(Using Latest Available Data -2000-01) 
Areas of the Economy 
Geographical Area (million. Sq km.) 
Status (Economic) 
Population (millions.) 
Population Growth (%) 
GNP ($ billion) 
GNP (PPP) ($ billion) 
GNP, Per Capita ($) 
GNP, Per Capita (PPP) ($) 
Exports ($ Millions) 























Source: World development Report 2000-01 
We begin this topic by explaining the world economy 
from its various important angles, such as its size, its growth, 
its trade and financial flows. In terms of these facts, we work 
IMF, International Financial statistic. 
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out the place Indian economy occupies as compared to the US 
economy in the world economy. 
Size of the Economy 
The size is depicted in terms of area, population, and 
income, total and per capita. Area wise the world is spread 
over a surface of 133.6 million km. India's surface area is 3.3 
million km. It is just 2.5 percent of the total surface of the 
world. As compared to India the US has under it for bigger 
surface area at 9.4 million km. However, with so many 
countries of the lower size, India occupies the seventh position 
in the world. 
As for as population is concerned, the world is inhibited 
by about 6 billions (5975 million in 1999) people. India's 
population is more than one billion (2001 census). It is about 
17 percent of the world population, jam-packed in 2.5 percent 
of the world area. The population of the US is 273 millions, a 
little over one forth of India's population. It has 4.6 percent of 
the world population with a space, which is over 7 percent of 
the total world area.^ 
Putting the area and the population together we get 
population density i.e. people per squire km. The density of 
population for the world is 46 (1999 census) that of India it is 
336. This is 30 for the US. 
Based on this comparative analysis it may safely be 
concluded that US has three times more area than India but 
India is approximately eleven times more densely populated. 
A.N Agrawal, Indian Economy, Problems of Development and Planning. Pp.713-716 
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Thus in addition to capital and technology US has plethora of 
other natural exploitable resources but a limited market 
potential therefore it inevitably need big external markets and 
India could be one such market. On the other hand improved 
Indo-US economic relations would benefit India in terms of 
technology and capital support. 
Apart from the area and population, the size of an 
economy is more meaningfully measured by the income of the 
country. The world Gross product is US$ 29, 232 million (1999 
census) India's GNP is US$ 442 million. Its share in the world 
income is just about 1.5 percent. Among the countries of the 
world India ranks eleventh from the top. The USA's GNP is 
US$ 8351 billion, occupying first rank in the world. Its GNP 
account for over 28.6 percent of the world's income. In terms 
of the GNP per capita, India's income is US$ 450 (1999), with 
the rank at 162 in the world. This figure is calculated in terms 
of the exchange rate. Another measure called PPP 
(Purchasing Power Parity) exchange rate calculates a 
country's income with reference to the purchasing power of the 
currency. In terms of this measures, one international dollar 
has the same purchasing power over domestic GNP that the 
US dollar has over the US GNP. This, measured, India's GNP 
stands at US$ 2144 billion. Its per capita GNP is US$ 2149. 
And its rank is 153. The per capita GNP for the US is US$ 
30600, which the eight rank in the world. In terms of the PPP, 
the GNP of the US is US$ 8350 billion and per capita GNP is 
30,600 with fourth rank in the world.'' 
' A.N Agrawai, Indian Economy, Problems of Development and Planning. Pp.7I3-7I6 
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Growth of the Economy 
The most important factor of the economy concerns its 
growth rate, and that of its three main sectors, namely, 
agriculture. Industry and services. Taking an over all view, we 
refer first to the growth of GDP (Gross Domestic Product) in 
recent times. We take the preceding two decades of the 1980's 
(1980-90) and 1990's (1990-99) for which we had the data to 
find out India's position vis-a-vis the world and the USA. 
Table -1.11 
Growth of the Economy 









































Source: World Development Report, 2000-01 
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Table 1.11 shows the growth rate for the world out put 
for the two decades respectively are 3.2 percent and 2.5 
percent for India; these rates are much higher at 5.8 percent 
and 6.9 percent. These are also much higher than those of the 
US, which are 3.0 percent and 3.4 percent respectively. 
In terms of per capita GNP India ranks low (rank 153) 
suggesting ample room for improvement. Such per capita 
growth of Indians would serve the Indian national interest and 
simultaneously with the strong purchasing power would benefit 
the US multinationals as well. 
Almost a similar picture emerges when we look a 
sectoral growth rates. In respect of agriculture, the growth 
rates for the two periods are higher than those of the world, 
and of the US. In the case of industries, India stands higher 
than the world and the US. The same pattern emerges in 
respect of the services. India score higher growth rates when 
compared to the world and the US.^ 
Trade Flows 
India's trade with other countries links the domestic 
economy with the foreign economies. It is important therefore 
to know the degree of these links by examining the exports 
and the imports; table 1.12 shows the present position of the 
outward and the inward flow of goods and services of the 
economy. 
' A.N Agrawal, Indian Economy, Problems of Development and Planning. Pp.713-716 
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Source: World Development Report - 2000-01 
In this respect India's participation in the world economy 
is very small. In respect of exports, for example, India's share 
is meager at under one percent (0.6 percent) of the world's 
exports as against this US share is much more at 13 percent of 
the world's exports. As for imports are under percent (0.8 
percent) of the world's imports. US share quite large at 17.5 
percent of the world imports. 
As far as composition of exports and imports, the 
position is too weak. In exports, the share of manufactured 
items in the country's exports at 74 percent is not bad. 
However, a higher share at over 80 percent, as in the case of 
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US, would have indicated a more satisfactory position. The 
reason, manufactured items represent higher growth-level of a 
country. Such exports have the potential of fast growth, 
because these faces demand which is elastic, price wise, and 
income wise. 
The same can be said in respect of imports. In India's 
imports, the share of manufacturers is much down than that of 
the world and the US. Infact much of the trade and the growth 
in it are determined by the share of the manufactured items. 
Higher the share, larger the value of trade infact it is the 
(elastic) demand of manufactures that provide stimulus to the 
growth of a country. 
Between the two components of trade i.e., imports and 
exports, exports are of key importance in contributing to the 
growth of the domestic economy, as also for financing its 
imports. Its growth is therefore, crucial for the economy. But 
the fact shows trends of exports are not satisfactory. For the 
two decades of the 1980's (1980-90) and 1990's (1990-99), the 
growth rates of India's exports are 5.9 percent and 11.3 
percent respectively. This is only little better than those of the 
world with the two rates of 5.2 percent and 6.5 percent. The 
position is almost the same when compared with the US whose 
rates are 4.7 percent and 9.3 percent. 
In respect of trade in commercial services (frequently 
used in production of goods and even other services), India's 
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standing is quite low. As far as exports of ttiese services, 
India's share in the world at under one percent (0.8 percent) is 
very low indeed. It is much lower than that of US share at 
about 19 percent. As far as imports of these services, the 
standing of India is no better with its share at little over one 
percent. The US share as far larger at over 13 percent.^ 
In relative terms India is an insignificant partner for US 
but it has the potential for the export of all the labour intensive 
commodities to the US economy. India also has the potential 
of exporting many of the finished items, which are now not 
been produced by the US industries due to their fallen 
profitability and for environmental reasons. For instance 
chemicals etc. on the other hand India also need to import 
many of the engineering and capital goods along with latest 
technology thus the two have many things to offer to each 
other. 
Financial Flows 
Another important link that connects domestic economy 
with the rest of the world is the financial flows. These are 
comprised of debit/loan and non-debit / equity flows. A part of 
debit is in the nature of assistance. It is so called because it is 
given on soft terms like low-interest, long maturity or in part as 
grants. These financial flows take place largely on private 
account, although government's share is also significant. 
' A.N Agrawal, Indian Economy, Problems of Developmenl and Planning. Pp.713-716 
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Table 1.13 


















































Source: World Development Report- 2000-01 
There are also institutions like World Bank and its 
affiliate institutional development associates who advance 
large loans and grants. The data in respect flows is given in 
table 1.13. 
India's standing in respect of the world's financial flows 
is quite low. As for as private capital flows, India's share out of 
the total for developing countries is very small just over 2 
percent. Foreign Direct Investment the most important finance 
for development (as it provide capital, technology, market 
access, and organisational skills) too amount to a very small 
figure. As a share of the world, it is as little as 0.4 percent. In 
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the context of developing countries, the situation is not better, 
with its share at 1.4 percent. US share in the world is very high 
at over 31 percent.^ 
As far as debt is concerned India's share in the total for 
the developing countries is about 4 percent. Rendered into the 
per capita figure, the official development assistance for the 
world is 9 percent, accounting for 0.6 percent of the worlds out 
put. To meet India's growing developmental needs, US 
assistance could be of vital significance and therefore good 
Indo-US economic relations are to benefit both the nations in 
the long run and are even more crucial for India. 
' A.N Agrawal, Indian Economy, Problems of Development and Planning. Pp.713-716 
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C h a p t e r - II 
INDIA'S EX-IM POLICY AND FINANCIAL AND TRADE 
AGREEMENTS WITH THE U S 
INTRODUCTION 
India started her planned developnnent under the 
framework of an import substitution strategy. The second plan 
emphasised the strategic importance of the manufacturing and 
the capital goods sector. Since, India in its early stages of 
development had to import capital goods, the emphasis on 
replacing such capital goods with domestic import substitution 
and its Production. There were two opinions for production 
strategies, one to substitute the import of consumer goods by 
domestic production of consumer goods and allocation of a 
large part of the investment to the production of consumer 
goods. The second strategy was to strict the availability of 
luxury consumer goods to the minimum, either through 
domestic production or through import, and expand the base 
for capital goods through import substitution so that the 
capacity of the economy to produce both consumer and capital 
goods in future could be very high. It was the vision of the then 
Prime Minister Mr. Jawahar Lai Nehru that India adopted the 
later strategy on the ground that it would give to India a sound 
foundation for development, though it may imply considerable 
sacrifices on the part of the Indian people in the early stages 
of development. 
After accepting the strategy of import substitution, there 
were two alternative approaches to implement substitution of 
imports. The first was based upon the use of fiscal and 
monetary policy such as tariff, taxes, interest rates policies 
etc., which could provide adequate protection to the domestic 
industry for encouraging competitive production for import 
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substitution. The second alternative was the adoption of 
physical interventionist policies like licencing, quotas, banning 
etc., of imports and also adopting some tariff and non-tariff 
measures of providing protection. 
In order to make India's access deeper into the US 
market, the government of US announced a number of tariff 
liberalisations under the provision of GATT (General 
Agreement on Trade and Tariff) and over and above, under the 
scheme of GSP (Generalised System of Preferences). 
The severe foreign exchange crisis of 1956-57 and the 
urgency for adopting strict measures for import control 
necessitated the policies, which were heavily loaded with an 
interventionist character. The approach of licensing, quotas 
etc. intensified in the later years of fifties and in early sixties 
and led to the creation of a number of institutions such as 
Chief Controller of Imports and Exports Office, regional 
offices, agencies for issuing essential certificates, indigenous 
clearance certificates etc. The period from 1956 to 1962 
stands distinctly as a period when the strategy both in regard 
to trade and domestic production was heavily based towards 
import substitution. Infact, the analyst of the Indian policy 
system have after commented that import substitution 
oriantation was indiscriminate and rather excessive. However, 
at the beginning of the third plan, export orientation was 
inducted and export production policies were introduced.^ The 
period from 1962 to 1966, thus, could be identified as a period 
of induction of export orientation along with heaVy import 
substitution orientation strategies. By this time the reliance of 
physical controls, restrictions on the multiplicity of the policies 
for import substitution and export promotion had led to a 
situation of a verity of distortions in the domestic economy. 
Sethuraman S, "Trade Scenario in Post Independence Era" Yojna, MinisHy of Information, New Delhi, jan 1997 
pp.61 
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With the decision on the devaluation of the rupee in 1966 and 
with changes in the tariff and the export subsidy polices, an 
effort was made to use the fiscal measures to get the desired 
results of import substitution and export promotion. However, 
this exercise was shortlined and from 1968 onwards, the 
approach of import controls licensing and restrictions was 
reintroduced and a verity of export promotion policies were 
also initiated. From 1971 onwards, a new dimension to the 
export promotion effort was added in the form of creation of a 
number of organisations aimed at providing services to the 
exporting community. Creation of export promotion councils, 
commodity boards and the Trade Development Authority (TDA) 
in the early 1970's signify these developments. The period 
until 1975 or so could be characterised as a period of growing 
uneasiness with the policies of excessive protectionism, 
control and restriction and also realisation of the inadequacies 
in the functioning of various export promotion councils. 
Therefore, it was during 1975-1979 that a number of 
communities and task forces were set-up to review the trade 
policies in its various dimensions. 
Alexander Committee 
It was the most significant committee on import Export 
policies and procedures. This committee reviewed the 
operations of the various policies and their implications and 
recommended a number of innovative measures to rationalise 
the trade policy regime. Its report was submitted in Jan 1978 
and was implemented in the policy pronouncement of 1978 
itself. It recommended simplification of export import policies 
by stating that import of goods could be classified into three 
categories viz., banned, restricted and Open General Licence 
(OGL), and it was suggested that the first two categories could 
be listed in the policy book and the last one could be left as an 
open handed list without being fully mention in the policy book. 
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It was also suggested that in due course the licensing system 
could be replaced by a tariff structure, which is considered 
desirable for the economy. Scientific criteria for rational 
issuing the export subsidy scheme were also enunciated. It 
was felt that the scheme of canalisation had not served the 
purpose for which it was created and as such it needed to be 
reviewed and totally revamped. The role of the export 
promotion councils, TDA and other export service 
organisations was also reviewed and it was suggested that 
these organisations should become more effective in providing 
the required services. The committee noted that excessive 
protectionism without any scope for a competitive environment 
either in regard to domestic production or trade could be self-
defeating and could lead to inefficient use of national 
resources. Having recognised that the Indian industry has 
reached the stage where it could withstand from other 
countries and also recognised that efficiency should be given 
grater weightage in the decision making process both in the 
government and in the private sector. The committee also 
recommended that the completive environment should be 
increased and the list of items to be put on OGL should be 
expanded.^ 
The Sondhi Committee 
This committee also reviewed the operation of the 
policies. The committee on capital goods import recognised 
the high cost of the imported capital goods in view of the large 
tariff component and recommended reduction of tariff on 
capital goods upto 40 percent. 
Tendon Committee 
This well-known committee on export listed a variety of 
measures to make export a leading sector of the economy. It 
Report of Committee on Import and Export policies and procedures-Dr. P. C Alexander, 1978 
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was suggested that there was need for having an integrated 
approach towards the export activity right from production up 
to the marketing stage, an export planning at the national 
level, state and the corporate level should become an integral 
part of the decision making process. The important point 
brought out by this committee was the need for identifying 
items with large export potential and concentrating the efforts 
of export promotion on such item instead of dissipating the 
resources on a large number of petty items. 
The Venkataraman Committee 
The committee on export promotion councils laminated 
that the multiplicity of such bodies will not served the purpose 
of providing export services such as advise on product 
development, product adaptation, adaptation of technologies 
information on marketing policies and procedures in other 
countries. 
There were also committees to review the role of Export 
Houses - Arjun Sen Gupta Committee on Export Houses, 
Sawheny Committee as Tariff Review Committee, G.V.K. Rao 
Committee on Agriculture Exports, etc. 
Abid Hussain Committee 
In 1983-84, one more comprehensive exercise of 
reviewing the trade policies was initiated through the setting 
up of Abid Hussain Committee on Export Import Policies. This 
committee submitted its report on 31®', Dec 1984; it has gone 
into various aspects of the trade policies with a view to 
evolving some new guidelines for the policy framework in the 
new environment in the Indian economy. The main message 
this committee's report seems to emphasise the importance of 
export and rational export promotion policies. Some of the 
recommendations of this committee are similar to that of 
Alexander committee recommendations. The Alexander 
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committee has recommended replacement of the licensing 
system by the tariff system, rationalisation of export 
incentives, elimination of multiplicity of incentives, more liberal 
access to imports by the exporters, coordination of two 
different policy instruments such as trade policy, industrial 
policy, monetary and fiscal policy, strengthening of the 
institutional infrastructure for export promotion, judicious 
combination of export and import substitution, etc. 
The additional points of recommendations presented in 
Abid Hussain committee refer to simplification of the import 
policy for exporters by the introduction of a passbook system. 
Some reflections on the exchange rate policies and the 
recommendations that the real effective exchange rate of the 
rupee should not be allowed to appreciate and should be 
maintained at a level considered appropriate for ensuring the 
competitiveness of exports. It has also been recommended 
that the canalisation of imports should be effected on a 
selective basis, based upon rational criteria. As in Alexander 
Committee Report, this committee has also recognised the role 
of technology in trade and development and recommended 
relaxation of condition for import of efficient technology from 
abroad. In order to replace import-licensing system by a tariff 
mechanism, it was felt that the tariff structure in terms of 
effective rate of protection should be such as to induce lower 
degree of tariff escalation. It is suggested that import 
substitution in bulk items should received the highest priority. 
The report has also recommended that the present import 
replenishment system for export production should be 
reformulated along the lines of advance licensing system for 
the category of manufacturing exporters. The recognition that 
imports have a developmental role to play an improvement in 
productivity and efficiency in resource use, both in the import 
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substitution and export promotion, are essential has been duly 
brought out in both the reports.^ 
According to annual report 1987-88 of commerce 
ministry, the broad objective of the government's trade policy 
is to encourage production and modernisation of the industry 
and to promote international trade in accordance with India's 
long-term comparative advantage. Export promotion measures 
have received special attention during 1987-88. These 
measures have focussed on removing the disadvantages faced 
by Indian exporters and to improve their competitive ability in 
the foreign market. The import policy, on the other hand, has 
aimed at making available critical inputs and capital goods to 
domestic producers to increase production and to upgrade the 
existing production technologies. 
The Import Export Policy 1988-91 
A number of recommendations of the Abid Hussain 
committee had already been incorporated in the policy 
statement of (1988-91) of the government. In the policy 
statement for the period 1985-88, it is worthy to note that the 
need for the stability for import export policies for the period of 
at least three years have been recognised and the latest policy 
has been announced for a period of three year, covering the 
period April, 1985 to March 1988. On its expiry the new policy 
for three years 1988-1991, was announced in March 1988. The 
new policy lays even greater emphasis on promotion of 
exports. The significant features of this new policy are the 
provisions for "flexibility" in regard to the Replenishment (REP) 
licenses, which continue to be freely transferable. REP 
licenses are not automatically endorsed for certain degree of 
flexibility permitting import of limited permissible and canalised 
items. The range of export products qualifying for import 
' Kapoor, J.C, "Worid Afiaire", 1998 Op cit, vol. 2, p.90 
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replenishment has also been widened. The registered 
exporters can avail of the duty exemptions schemes under 
which they can obtain the necessary inputs for export 
production at international prices without payment of custom 
duty so as to make the export, competitive in the international 
market.^ 
Other important changes introduced in this policy were 
as under. 
• 99 items of machinery have been added to the list of open 
general license (OGL). These capital goods related to the 
electronics, silk and the tea sector. 
• Export oriented firms which sells 25 percent of their 
production abroad subject to a minimum of Rs. 1 crore or, 
units with export achievement of a minimum of Rs. 10 
crores will be allowed imported goods on merit 
notwithstanding their indigenous availability, provided that 
there is a direct nexus between the capital goods sought to 
be imported and the exported product. 
• The Import-Export Passbook scheme was extended to 
manufactures having a three years average turnover of Rs. 
15 crores or more. 
• The scheme of Export Houses and Trading Houses has 
been modified to provide more facilities and incentives. 
• It has been decided to grant Diamond Imprest Licence for 
diamonds without actual user conditions in order to assist 
numerous independent small units engaged in the cutting 
and polishing activity. 
• Export Licences, which were earlier valid upto 45 days, will 
now have a validity of 6 months up to 31^' March of the 
licencing year, whichever is earlier. 
' Export Import Policy of (he Minisliy of Commerce & Industiy, Govt, of India 1989, Nabhi's Publication. 
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• The numbers of items, exports of which are permitted under 
specified conditions have been reduced from 107 to 67 and 
export of 69 items has been totally decontrolled. 
The budget of 1988-89 also includes the following major 
incentives for exports. 
(a)Export profits were exempted 100 percent from income tax 
under section 80 HHC. The benefit has also been extended 
to the supporting manufactures exporting through trading or 
Export Houses. 
(b)The benefit of five year tax holiday available for units in 
Free Trade Zones has been extended to 100% EOU's. 
(c)AII products were made eligible for pre-shipment and post 
shipment credits on a concessional rate of 75 percent for a 
period of 180 days. 
Policy Non Alignment 
With the emancipation of people under colonial yoke, 
India's policy of non-alignment gained large-scale acceptance. 
The first non-aligned conference was held at Belgrade in 1961 
in which 25 countries took part. The Belgrade declarations call 
for peace evoked wide response. The meeting also 
demonstrated the utility of periodic consultations and 
exchange of views among non-aligned countries. More 
countries have joined the non-aligned movement since then 
and its present membership comprise 101 countries and 
dozens of observers and guests. Despite the enlargement of 
the memberships, the movement has retained its basic thrust 
in favour of peace, disarmament, development and 
independence. The need for unity among non-aligned countries 
and the solidarity of their movement have found wide 
acceptance and recognition despite some minor differences. It 
is a measure of the role of India in the non-aligned movement 
that India was elected as the chairperson of the movement and 
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hosted the non-aligned summit in New Delhi in March 1983. In 
her key note address, the chairperson Mrs. Indira Gandhi, 
reiterate the deep and abiding commitment of the movement to 
the principles of non-alignment directed towards peace, justice 
and progress in the world attainment of disarmament and the 
new international economic order based on justice and 
equality. 
The basic objective of Indian foreign policy did not suffer 
any change after the tragic assassination of Mrs. Indira Gandhi 
on October 31, 1984. Immediately after her death, on 
assuming office as Prime Minister, Mr. Rajiv Gandhi reiterated 
India's commitment to the basic approach and principle of 
foreign policy be quoted by Mr. Jawaharlal Nehru and Mrs. 
Indira Gandhi, he stated, "we have always believed in working 
for peace, our policy is to be friends with all countries on the 
basis of reciprocity and mutual benefit. Our commitment to 
non-alignment and new economic order based on justice, 
equality and mutual cooperation is unshakable. This means a 
total dedication to the twin issues of peace and development. 
We also believe in safeguarding the independence of states 
and upholding the principles of non-interference and non-
intervention."^ 
EX-IM POLICY 1991 AND ECONOMIC LIBERALISATION 
Since 1991, the Government of India has embarked on a 
liberalisation and economic reforms programme with a view to 
bring about rapid and substantial economic growth and move 
towards globalisation of the economy. The new policies have 
substantially relaxed restrictions of foreign investment, 
industrial licensing, foreign exchange controls etc. capital 
market has been opened to foreign investment, banking sector, 
controls have been eased and private investment encourage. 
' Part taken from the speech of Prime Minister Mr. Rajiv Gandhi. 
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Restrictions on imports have eased coupled witii large-scale 
tariff reductions. 
Exim Policy 1991 in a Nutshell 
These are the following steps taken by the Government 
of India in order to liberalise her Exim Policy:^ 
Trade policy 
• The new trade policy aims at increasing Indian industry's 
productivity and achieve big jump in Exports. 
• Thrust of the policy shifted from control and regulation to 
facilitation. 
• Under the Export-import policy announced for five years 
(1992-97) in March'1992, trade is made free, subject only 
to small negative list of Imports and Exports. 
• Capital Goods are freely importable 
• In selected sectors, second hand equipment, not more than 
7 years old, can be freely imported. 
• Number of goods canalised through state agencies 
reduced. 
• Permission given for setting up Trading Houses with 
51 percent foreign equity. 
• Schemes of 100 percent Export Oriented Units (EOU's) and 
Export Processing Zones (EPZ's) libralised: scheme 
exempted to agriculture, horticulture, aquaculture, poultry 
and animal husbandry. 
Foreign Investment Policy 
• Foreign Direct Investment up to 51 percent equity is freely 
permitted in the 34 high priority industries. 
' Indian Economy- "New polices open up new opportunities" Ministry of Infonnation and Broadcasting, Govt, of 
India, New Delhi, p.5 
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• Existing companies with foreign equity can raise foreign 
equity up to 51 percent. 
• Higher foreign equity participation is allowed in critical 
sectors like power (up to 100 percent), hydrocarbons, 
exploration and development of oil wells, refining and 
marketing of oil and gas. 
• Foreign equity proposals need not necessarily be 
accompanied by foreign technology agreement. 
• The pre condition of balance of out flow of foreign 
exchange on accounts of dividends with export earnings 
has been removed for all industries, except for a specified 
list of 22 consumer goods industries. 
• Foreign Investment Promotion Board (FIPB) has been 
created to provide quick single-window clearance for 
foreign investment proposals. 
• To provide access to international markets, majority foreign 
equity holdings upto 51 percent equity will be allowed by 
the Reserve Bank of India for trading companies primarily 
engaged in export activities. 
• In case of existing companies already registered as Export 
House, Trading House or Star Trading House, the RBI will 
give automatic approval for foreign investment up to 51 % 
equity, subject to the provision that the company should 
pass a special resolution for preferential allocation of 
shares.^ 
Foreign Technology 
• Foreign technology agreements within the specified 
parameters now get automatic clearance. 
Indian Economy- "New polices open up new opportunities" Ministiy of Infonnation and Broadcasting, Govt of 
India, New Delhi, p.6 
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• In case of 34 high priority industries such automatic 
permission available for payment of know how fees and 
royalties within specific limits. 
• Procedure for hiring foreign technicians has been simplified 
and no application needs to be made to the Indian 
Government for this purpose. 
• All payments flowing from approval of foreign technology 
agreements is to be met through foreign exchange 
purchased at market rate. 
• The Indian Government has set up a Technical 
Development Fund (TDF) to improve product quality. The 
fund provides foreign exchange for imports of technical 
know how. 
A new instrument named Eximscrips has replaced the 
REP licences. Eximscrips will be the means of obtaining 
access to certain categories of imports of raw materials, 
components and spares. Eximscrips will be issued on the basis 
of Free on Board (FOB) value of exports on Net Foreign 
Exchange (NFE) earnings from exports. 
All REP licences issued against exports prior to 24'*^  July 
1991 will continue to be valid for the life of the licence and will 
have the same import entitlement as the new eximscrips. 
Additional licences issued to Export Houses / Trading Houses, 
which were earlier valid for a more limited range of imports, 
will also be valid for the same range of imports as eximscrips. 
As a measure of import compression and to strengthen 
the linkage between import capability and export, two further 
changes have been made. The category of unlisted Open 
General Licence (OGL) has been abolished. They are now 
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importable only against eximscrips (except for SSI and 
manufacturers of life saving drugs and equipment).^ 
PRESENT EXIM POLICY-1997-2002 
The features of present Exim policy 1997-2002 are as 
under: 
Duty Exemption Scheme 
The Duty Exemption Scheme is an important instrument 
for boosting exports. The Scheme, as contained in Chapter 7 
of Exim Policy and Hand Book of Procedures, 1997-2002 
consists of Duty Free Licence, Annual Advance Licence, Duty 
Entitlement Pass Book (DEPB) and Duty Remission Scheme. 
(a) Duty Free Licence 
The Duty Free Licence include 
• Advance Licence for Physical Exports. 
• Advance Licence for intermediate supplies. 
• Advance Licence for Deemed Exports 
(i) Advance Licence for Physical Exports 
Advance Licence is granted to Merchant Exporter or 
Manufacturer Exporter for the import of inputs which are 
physically incorporated in the exported product (making a 
normal allowance of wastage) without payment of Basic 
Customers Duty, Surcharge, Additional Customs duty, Anti-
Dumping Duty and Safeguard Duty, if any with a corresponding 
export obligating based on the value and quantity of export 
product. Such advance licence is issued with positive value 
addition and actual user condition and non-transferable to the 
following categories.^ 
(a) Manufacturer Exporter 
' Sethuraman, S., "Trade Scenario in Post Independence Era" Opcit Pp.61-63 
' Annual report-2000-2001, Ministry of Commerce & Industiy, Dept. of Commerce, New Delhi, p.35 
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(b) Merchant Exporter where merchant exporter agrees to the 
endorsement of name (s) of supporting manufacturer (s) on 
the relevant Duty Exemption Entitlement certificate (DEEC). 
(ii) Advance Licence for Intermediate Supplies 
An advance intermediate licence is granted to 
manufacturer exporters for the import of inputs required in the 
manufacture of goods to be supplied to the ultimate exporter / 
deemed exporters holding another Advance Licence. 
(Hi) Advance Licence for Deemed Exports 
The Advance Licence for deemed exports is granted to 
the main contractor for the import of inputs required in the 
manufacture of goods supplied to EOUs / EPZs / SEZs / STPs 
/ EHTPs, supply of capital goods to holders of licence under 
Export Promotion of Capital Goods (EPCG) Scheme, supply of 
goods to project financed by multilateral or bilateral agencies 
/funds as notified by the Department of Economic Affairs under 
International Competitive Bidding, supply of capital goods 
including in un-assembled, dis-assembled conditions as well 
as plants, machinery accessories, tools, dies and such goods 
which are used for installation purposes and spares to the 
extent of 10 percent of FOR value for fertiliser plants, 
supplies of goods to any project or purposes in respect of 
which Ministry of Finance by a notification, permits the import 
of such goods at zero customs duty coupled with the extension 
of benefits under deemed exports provisions, supply of goods 
to Power and Refineries, Coal, hydrocarbons, rail, road, port, 
civil aviation, bridge and other infrastructure projects provided 
minimum specific investment is Rs.100 crore or more and 
supply of marine freight containers by EOU provided 
containers are exported out of India within 6 months, supply to 
projects funded by UN Agencies. 
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Advance Licence for deemed exports can also be availed 
by the sub-contractor of the main contractor in respect of 
certain specified categories of such projects. Such license is 
also granted for supplies made to United Nations or other 
multilateral agencies and paid for in foreign exchange.^ 
(b) Duty Free Replenishment Certificate (DFRC) 
Duty Free Replenishment Certificate is issued to a 
merchant-exporter or manufacture-exporter for the import of 
inputs in the manufacture of goods without payment of Basic 
Customs Duty, Surcharge and Special Additional Duty. 
However, such inputs shall be subject to the payment of 
Additional Customs Duty equal to the Excise Duty at the time 
of import. 
DFRC will be issued in respect of products covered 
under the notified standard input and output norms (SIGN). 
Such license shall be freely transferable. 
(c) Annual Advance Licence 
Manufacture exporter with export performance of Rs. 1 
crore in the preceding year and registered with central excise 
authorities, except for products which are not excisable for 
which no such registration is required, shall be entitled for 
Annual Advance licence up to 125 percent of the average FOB 
value of exports in the proceeding licensing year. Export 
House, Trading House, Star Trading Houses holding the 
certificate, as merchant exporter where they agree to the 
endorsement of the name (s) of the supporting manufacture (s) 
on the relevant annual advance licence shall also be entitled 
for the annual advance licence.^ 
The Annual Advance Licence and/or the material 
imported thereunder shall not be transferable even after 
' Annual report-2000-2001, Ministiy of Commerce & Industry, Dept. of Commerce, New Delhi, p.35 
^Ibid.p.36 
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completion of export obligation. Imports against these licences 
shall be exempted from payment of Basic Custom Duty, 
Surcharge, Additional Custom Duty, Anti Dumping Duty and 
Safeguard Duty, if any. 
(d) Duty Entitlement Pass Book (DEPB) Scheme 
Duty Entitlement Pass Book Scheme is to neutralise the 
incidence of Basic Custom Duty and surcharge on the import 
content of export product. The neutralisation shall be provided 
by way of grant of duty credit against the export product. This 
scheme is issued on post export basis. Under the DEPB, an 
exporter may apply for credit, as a specified percentage of 
FOB value of exports, made in freely convertible currency. The 
credit shall be available against such export products and at 
such rates as may be specified by the Director General of 
Foreign Trade by way of public notice issued in this behalf, for 
import of raw material, intermediates, components, parts, 
packaging material, etc.^ 
Diamond, Gems and Jewellery Export Promotion Scheme 
Exporters of gems and Jewellery are eligible to import 
their inputs by obtaining Replenishment licenses and Diamond 
Imprest Licence. 
The exporter of gems and Jewellery products are entitled 
for Replacement Licenses (REP) as per rates indicated in 
Appendix 30-A of Handbook of Procedures, Vol. 1. The scheme 
is provided under Chapter 8 of the Exim Policy and Handbook 
of Procedures, (Vol.1). 
Diamond Imprest Licences are issued in advance, for 
import of rough diamonds and for export of cut and polish 
diamonds. 
' Annual report-2000-2001, Ministiy of Commerce & Industiy, DepL of Commerce, New Delhi, p.36 
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Bulk Licenses for Rough Diamonds are issued for import 
of rough diamonds from any source, with an obligation to 
supply such diamonds to the holder of valid REP/Diamond 
Imprest Licence, EOU/EPZ/SEZ units or to re-export the same. 
Diamond Dollar Account: The purchase /sale of rough or 
cut and polished diamonds may be carried out by the firms and 
companies through designated Diamonds Dollar Account. This 
scheme shell be optional. 
Export Promotion of Capital Goods Scheme 
The EPCG scheme has been started to permit the 
exporters to import capital goods on concessional Import 
duties. Under New Export Import Policy (1997-2002) exporters 
of goods and services can import capital goods by paying only 
10% import duty. Under EPCG such importers of capital goods 
have to export goods of four times CIF value within next five 
years towards creation of such facilities. So far 18 proposals 
for establishment of EPIPs have been sanctioned. 
New capital goods including computer software system 
may be imported under EPCG scheme. Capital goods also 
include jigs, fixtures, dies, and moulds, spares up to 20 
percent of c.i.f. value may also be imported under the scheme 
subject to export obligation prescribed there in. 
The scheme offers for import of capital goods at a 
concessional rate of custom duty of 5 percent and in such 
cases the importer is under obligation to export 5 times the 
CIF value of imported capital goods on FOB basis or 4 times of 
the c.i.f. value of capital goods on NFE (Net Foreign 
Exchange) basis over a period of eight years from the date of 
issue of EPCG licence.^ 
Annual ieport-2000-2001, Ministiy of Commerce & Indusdy, Dept. of Commerce, New Delhi, p.36 
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Export Oriented Units (EOUs) And Export Processing Zones (EPZs) / 
EHTH And STP 
Since 1981, the government introduced a complementary 
plan of EPZ scheme for promoting export units (making export 
of their cent percent production). This scheme offers a wider 
source of raw materials, hinterland facilities, availability of 
technology, skills, existence of industrial base and the need 
for a larger area of land for the projects. In the latest Ex-im 
Policy (1997-2002), agriculture exports have been given 
double weightage while deciding the efficiency of export 
houses and trading houses. 
The government has liberalised the scheme for Export 
Oriented Units and Export Processing Zones, agriculture, 
horticulture, poultry, fisheries and dairying have been included 
in Export Oriented Units. Export Processing Zones units have 
also been allowed to export through Trading and Start Trading 
Houses and can have equipments on lease. These units have 
been allowed 100% participation in foreign equities.^ 
Export House, Trading House, Star Trading Houses and Super Star 
Trading House 
These units provided some special facilities and benefits 
by the government on march 31®* 1998, seven Super Star 
Trading Houses, 46 Star Trading Houses, 431 Trading Houses 
and 2801 Export Houses were working in the country. Since 
April 1994 the government added on new category Super Star 
Trading Houses that has the highest average annual foreign 
exchange earning. These are encouraged with a view to built 
marketing infrastructure and expertise required for export 
promotion. 
The criteria for recognition of Export House, trading 
House, Star trading House and Super Star Trading House, laid 
' Annual rcport-2000-2001, Ministry of Commerce & Industiy, Dept of Commerce, New Delhi, p.37 
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down in the Exim Policy of the Government of India is 
discussed in the given table 2.1. 
Table-2.1 
Criteria for Eligibility of Export House, Trading House, Star Trading 

















































Source: Annual Report, 2000-01, Ministry of Commerce and Industry, Govt., of 
India. 
Export Promotion Industrial Park (EPIP) 
A centrally sponsored (EPIP) scheme has been 
introduced in August 1994 with a view to involving the State 
Government in the creation of infrastructural facilities for 
export-oriented productions. It provide for 75 percent (limited 
to Rs. 10 Crores) grant to State Government Companies Act as 
section 108-A to 108-1. However these sections will now only 
cover acquisition and transfer of shares related to dominant 
undertaking. The provision related to registration under section 
26 of the MRTP (Monopolistic and Restrictive Trade Practices) 
Act stand deleted with the issue of the ordinance and therefore 
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now no undertaking will be required to be registered as an 
MRTP undertaking under this act.^ 
Fully Convertibility of rupee in the current accounts and 
Economic Liberalization 
In 1992-93 a new system named liberalised exchange 
rate management system (LERMS) was introduced and since 
March 1, 1992 double exchange rate system was adopted. 
Under new system, the exporters could sell 60 percent of their 
foreign exchange earnings to authorised foreign exchange 
dealers in open market exchange rates, while 40 percent sale 
was made compulsory on exchange rates decided by the RBI. 
LERMS showed good results and encouraged by it, the 
government introduced in 1993-94 full convertibility of rupee in 
trade accounts. By adopting this step government abolished 
double exchange rate system for export and import and 
implement LERMS based on open market exchange. In budget 
proposals of 1994-5, the Union Finance Minster, Dr. 
Manmohan Singh, declared the full convertibility of rupee in 
the current accounts. This full convertibility, however, did not 
meet the norms prescribed by the IMF under Article VIII of the 
agreement. Articles VIII does not lay any restriction on current 
account transaction among the nations. 
On 19'^ August 1994 the RBI declared certain relaxation 
while declaring full convertibility of Indian rupee in current 
accounts. 
• The repatriation of income earned from investment by NRI's 
and their overseas corporate bodies will be allowed in 
phased manner over three years period. 
• Interest repatriation facility was provided on deposit of 
Non-Resident Non-Repatriable (NRNR). Accounts from 
' Annual report-2000-2001, MinisOy of Commerce & Industry, DepL of Commerce, New Delhi, p37 
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October 1, 1994, but the principle amounts remained non-
repatriable. 
• No new deposit under foreign currency (ordinary) non -
repatriable deposits scheme were to be accepted after 
August 20, 1994, but deposits accepted before October 1, 
1994 under FCONR scheme will get the facility of interest 
repatriations. 
The process of easing the restrictions was formulated in 
August 1994, with India accepting Article VIII status of the 
IMF. There has been further relaxation of restrictions on 
current transactions in 1995-96 and 1996-97.^ 
Full Convertibility of Rupee in the Capital Accounts 
Developments in the capital account period 1997-98 
shifted dramatically from capital flows excluding the current 
financing requirements leading to accretion in Reserve Bank's 
foreign currency assets in the period April-August 1997 to 
September-February 1997-98 when exchange market disturb 
slightly in capital inflows, and required the RBI's mediation, 
sales during the period. In March 1998, there was return of 
stability in the exchange market and the resuming of the 
capital flows; accordingly, the RBI to compensates reserve 
losses. 
Under the impact of exchange market volatility, portfolio 
investment by Foreign Institutional Investors (Flls) and deposit 
schemes for Non-Resident Indian (NRIs) were adversely 
affected on the opposite side, direct foreign investment, 
external assistance, and external commercial borrowing remain 
unaffected notwithstanding the separate speculative to assail 
on the exchange rate, although entities raising fund under 
commercial borrowings to disclose a preference for holding 
' "Pratiyogita Daipan, Special for Indian Economy", Op.cit. pp. 109-110 
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funds abroad, partly to avoid exchange risk and partly in 
response to inactive industrial activity/' 
Recommendations of the Committee on Capital Account 
Convertibility 
• The committee recommended that the changes of Capital 
Accounts Convertibility (CAC) be spread over 1997-98 to 
1999-2000 and sequenced along with progress towards 
attainment of the pre-conditions/signposts stipulated for the 
relevant year, and depending on the assessment of 
authorities, the implementation of measures could be 
accelerated or decorated. 
• Fiscal condition, a mandated inflation target and 
strengthening of the financial system should be regarded 
as crucial pre-condition /signposts for Capital Account 
Convertibility (CAC) in India. In addition, a few important 
macro-economic indicators viz exchange rate policy; the 
balance of payment, and the adequacy of foreign exchange 
reserves should be assessed on an ongoing basis. 
• For the non-resident banks, allowing forward cover in rupee 
accounts, canceiing/re-booking enhanced overdraft limit 
and limited investment. 
• Overseas investment by Security and Exchange Board of 
India (SEBI) registered Indian Investors (including, Mutual 
Funds) and short term borrowing by the All India Financial 
Institutions within limit. 
• Maturity restriction on Fll's investment in debt instruments 
be removed and investment to a separate ceiling and not 
ECB ceiling. 
' Report on Cuirency and Finance 1997-98, "Economic Review" voi.l, Reserve Bank of bdia, Mumbai, pjc-2 
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For resident individuals; allowing foreign currency 
denominated deposits foreign capital transfer, and 
liberalisation of repatriation norms. 
To allow forward market derivatives and futures. 
Participation in internal commodity market 
Development of Treaty Bill market and excess to Fll in it. 
Prominent roles of the Primary Dealers and the satellite 
dealers. 
Setting up office of the public debt to handle part of issue 
of dated securities and Treasury Bills. 
Development of gold market with participation of bank and 
financial institutions, with gold dominated deposits, loans 
and gold derivatives. 
Replacement of the requirement of prior approval of the 
RBI, with subsequent reporting and dispensing with such 
requirement in case of disinvestments in a number of cases 
consuming investment by both residents and non-
residents.^ 
Status of implementation of the Report on Capital Account 
Convertibility. 
Authorised Dealers have been permitted to borrow/ invest 
abroad up to 15 percent of their unimpaired Tier P' capital. 
The cap on investment does not apply overnight placement 
made out of funds in the Nastro account. 
Authorised dealers have been delegated powers to release 
exchange for offices abroad subject to fulfillment certain 
conditions. 
I, 
'Indian Economic Survey, 1995-96", Government of India, Ministiy of Finance, Economic Division, New Delhi, 
p. 91 
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• Loans for period with average maturity of eight years for 
ECBs up to US $ 100 million and those with average 
maturity of sixteen years for ECBs up US $ 200 million 
have been kept outside the ECS cup for general corporate 
objectives. 
• Prior approval of the RBI as regards exports after the 
proposals have been cleared by the working group/Exim 
bank / Authorised dealers, as the case may be have been 
dispensed with. 
• Exchange Earners Foreign Currency entitlement has been 
raised to 50 percent. 
• Bank fulfilling certain criteria have been permitted to import 
gold for resale in India. 
• India entities have been permitted to access international 
commodity exchanges heading the price risk. 
• Flls are permitted to purchase / sale of Treasury Bills 
within overall approved debt ceiling.'' 
Export-import Bank of India (EX-IM Bank) 
The Export Import Bank of India was set up by an Act of 
Parliament on January 1^' 1982 and started functioning from 
March 1®* 1982. The Exim bank has been entangled to function 
as the principle financial institution for promoting exports and 
coordinating the networking of other institutions engaged in 
financing foreign trade. The bank has an authorised capital of 
Rs. 200 crores, which can be increased to Rs 500 crores. It's 
initial paid up capital amounted to Rs 50 crore which has been 
raised to Rs 147.50 crore fully subscribed by the Government 
of India. Its paid up capital upto March 31^' 1994 was Rs. 500 
crores. 
' "Indian Economic Survey 1996-9T', Govt of India, Ministry of Finance, Economic Division, New Delhi, p. 92 
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The main focuses of Exim Bank's operation are on export 
credits for medium term and long-term exports, whenever a 
buyer of exported goods, services from India is followed for 
deferred payment, an export credit arises. 
It was classified that goods in group 'A which is eligible 
for term credit beyond 2 years and group 'B which is eligible 
for credit up to a maximum of 2 years. Such credit may be in 
the form of supplier's credit or buyer's credit. Supplier's credit 
arises when an Indian exporter extended credit to the overseas 
buyer and finance himself through Exim Bank. The differed 
export takes the forms of buyers' credit. Exim bank operates 
three, broad programme of financing which are (i) Loan (ii) Re-
discounting and (iii) Guarantees. 
The credit is needed at each step of operation in export 
trade whether at pre-shipment or post-shipment stages and 
there are various ways of obtaining these credit facilities from 
the commercial banks or export credit agencies specially set 
up for this purpose. These finances are in the form of loan, 
overdraft, cash credit, rediscounting of bills and insurance 
cover for various risk involved. The government of India has 
taken every possible step to cater the credit needs of 
exporters either in the form of buyer or supplier credit. 
The Exim bank also discharges duties of coordinating the 
activities of various financial institutions, providing finances 
for export and import for goods and services. Besides India, 
this bank also manages finances of third world countries for 
export and import of goods and services. 
Measures Announced in the Ex-im Policy for 2000-01 
Export promotion is the continuous process. A number of 
measures during the year have been taken to boost exports. 
Some of the measures announced in the Exim policy for 2000-
01 on 31^' March 2000 are as under. 
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1. Setting up of Special Economic Zones 
Special Economic Zones (SEZ) is a specifically defined 
duty free enclave and shall be deemed to be foreign territory 
for the purpose of trade operations, duties and tariffs. Goods 
entering the SEZ area shall be treated as deemed exports and 
goods coming from the SEZ area into DTA shall be treated as 
if the goods are being imported. A SEZ may be setup in the 
public, private joint sector or by State Government as notified 
by the Ministry of Commerce and Industry. The existing Export 
Processing Zones (EPZs) may also be converted into SEZs by 
the Ministry of Commerce and Industry through issue of 
notification. 
2. Involvement of State Government in Export Promotion 
Efforts 
With a view to making Exports a national effort by 
involving all the State Government, a scheme has been 
evolved for granting assistance to the states on the basis of 
their export performance for development of export related 
infrastructure. To begin with, an allocation of Rs.250 crores is 
proposed for the current year, which would be suitably 
increased in the subsequent years. 
3. Initiative Relating to E-Commerce 
In an attempt to speed up the transactions and to bring 
about transparency in the offices of Director General of 
Foreign Trade (DGFT), electronic filing of licence applications 
has already been introduced in 7 major ports. This has been 
extended to all the remaining ports. The new arrangement will 
particularly eliminate all physical interfaces between the DGFT 
offices and the exporter who shall get his licences within 24 
hours. Bar coding of packaged export products is also being 
encouraged with a view to introduce international practices for 
labeling and packaging. 
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4. Rationalisation of Existing Export Promotion Schemes 
(a) Export Promotion of Capital Goods Sciieme has been 
extended uniformly to all the sectors and to all the capital 
goods without any threshold limit on payment of 5 percent of 
duty. It has also been extended to identify service sector. No 
additional custom duty /countervailing duty required to be 
paid.^ 
(b) Duty Exemption Scheme 
• Post-export duty free replenishment licence scheme for 
enabling import of Inputs on the basis of input-output norms 
has been introduced. The scheme would be available for 
more than 5000 such items where input output norms exist 
and on the basis of uniform value addition of 33 percent. 
• Pre-post DEBP Scheme has been abolished, as very few 
exporters were using this scheme. 
• Advance Licence for physical exports, Advance Licence for 
domestic supply and Advance Licence for intermediate 
supply for exports, will be subject to actual user condition 
and non transferable. The Advance Licence for physical 
exports and for immediate supply for exports will be 
exempted from payment of all kinds of duties like basic, 
ACD, SAD, Antidumping and Safeguard duty. 
(C) Duty Entitlement Passbook Scheme (DEBP) 
• DEBP rates have been rationalised to account for the 
changes in custom duties. 
• Caps have been fixed on certain items but there would be 
no variation of PMV on such items. 
• The threshold limit of Rs.20 crores for fixing new DEBP 
rates has been removed. 
Annual Report-2000-01, Ministry of Commerce and Industty, Department of Commerce, p..12 
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5. Sector Specific Rationalisation 
There are certain sectors, which are rationalised for 
instance, Gems and Jewelry, Silk, Leather, Handicrafts and 
Garments, Drugs and pharmaceuticals, Agro chemicals and 
Biotechnology exports, and Engineering Goods. 
Replenishment licence for import of Jewelry samples, up 
to 2.5 percent of exports of preceding year, has been 
introduced. EPZs and SEZs have been allowed to import 
studded jewelry for repairs, re-make and re-export. 
Input-output norms have been rationalised to promote 
the export of silk and silk products. Central silk board 
inspection has been dispensed with and Import of silk has 
been allowed under Special Import Licence (SIL). 
Entitlement for duty free import of trimmings, 
embellishments and other items has been increased from 2 to 
3 percent of FOB value of exports. 
Procedures has been simplified for export of non-
prohibited and non-cites Indian Herbs and formulation. NOC 
has been introduced in place of a cumbersome Legal 
Procurement Certificate. 
Standard input-output Norms (SIGN) for 1574 
engineering products has so far been fixed under the duty 
exemption scheme of the Export Import Policy of the Govt. 
This includes standard input output norms for 26 engineering 
items, which have been fixed in November 2000. DEPB credit 
rates for 599 engineering products have been fixed so far. 
6. Encouragement to Export of Quality/Branded Goods. 
Double weightage has been accorded to exports made by 
units having ISO or equivalent status for granting status 
certification. In an attempt to promote export of branded 
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products, value caps under DEPB scheme will not be 
applicable to the identified branded products. 
7. Additional Benefits to EOUs 
All EOUs in EPZ having an investment of 5 crores or 
above, in plant and machinery will be required to maintain 
Positive Value Addition only. EOUs /EPZ units have been 
allowed to carry job work for DTA units, in all sectors. 
8. Import of Second Hand Capital Goods. 
Second had capital goods, which are less than 10 years 
old, will be allowed to be imported without obtaining any 
licence on surrender of SIL. 
9. Removal of Quantitative Restrictions 
As a part of the policy of libralisation and making quality 
inputs available for exports, quantitative restrictions have been 
removed on 714 tariff lines. Out of these, only 58 are those, 
which are reserved for small-scale sector. The remaining 198 
items reserved for small-scale sector, have been back loaded. 
General Agreement on Tariff and Trade (GATT) To World 
Trade Organisation (WTO) 
GATT was established in 1948; as a multilateral treaty 
with the aim to liberalised international trade and place it in a 
secure basis. From 1*' January 1995, GATT was to supersede 
by the World Trade Organisation, in accordance with an 
agreement reached under the Uruguay Round of trade 
negotiation. The WTO is the legal and institutional foundation 
of the multilateral trading system. 
The Ministerial conference is highest authority of the 
WTO. It is composed of representation of all WTO members at 
ministerial level and takes decision on all matters under any of 
the multilateral trade agreements. The conference is required 
to meet at least every two years. 
87 
India's Ex-im Policy and Financial and Trade Agreements with the US 
The council convinces as the trade dispute settlement 
procedure and as the Trade Policy Review Body, to conduct 
regular review of the trade policies of WTO members. 
The main function of the WTO is to administer and 
facilitate the implementation of the result negotiation, to 
administer the trade dispute settlement procedures, to review 
national trade policies and to cooperate with other 
international institutions, in particular the IMF and World Bank, 
in order to achieve greater coherence in global economic 
policy making. 
The WTO aims to encourage development and economic 
reform among the increasing number of developing countries 
and countries with economies in transition participating in the 
international trading system. 
The WTO agreement recognised the need to protect the 
environment and to promote sustainable development. A new 
committee on Trade and Environment to identify the 
relationship between trade policies; 
WTO and India's Trade Policy 
During April 1998, the Trade Policy Review Body (TPRB) 
of the World Trade Organization (WTO) undertook evaluation 
of India's Trade Policy. 
The last judgment of India's trade policy by the apex 
body on world trade was in 1993. However, with the agreement 
of the General Agreement on Tariff and Trade (GATT), by the 
WTO, over and above the conventional areas of trade policy 
the recent review by the TPRB also include the "new areas" of 
service trade and trade related aspects of intellectual property 
rights. 
The TPRB has mentioned sharp tariff reductions 
undertaken by India between 1993-94 and 1997-98. The simple 
average of all tariff rates has been decreased from 71 percent 
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in 1993-94 to 35 percent in 1997-98. During the same time, 
average tariff on import of manufactures lias come down from 
73 percent to 36 percent. The applied rate and the high tariff 
for agriculture imports during 1997-98 were 26 percent and 45 
percent respectively. The overall import weighted overage 
tariff has come down from 87 percent in 1990-91 to 20 percent 
in 1997-98, even after taking into account the short time duty 
of 5 percent. 
The TPRB noted that since the last review, India had 
done significant progress in the reduction of non-tariff barriers 
as well. During the time of current review the list of freely 
importable goods and goods under SIL covered about 68 
percent and 10 percent respectively, of the total tariff lines. 
Between 1995-96 and 1997-98, India has a progress to the 
coverage of SIL by about one third. The country has proposed 
a six-year phase out programme for shifting the remaining 
restricted goods to the freely importable category. The part of 
imports on which state trading corporations have some 
monopoly has also been reduced from 27 percent during the 
term of the last decade to 19 percent in 1997-1998.^ 
The TPRB felt that the process of liberalisation of India's 
trade policy has not made progress in certain directions. The 
focus of Indian trade reforms is on export orientation rather 
than on a more general, outward orientations. In main WTO 
consistent of the income tax exemption on profits from export 
earning has been questioned. Some members of TPRB pointed 
out that many exporters in India are entitled to SIL. Since 
these licenses are freely transferable and fetch a premium in 
the market they suggest that the facility may be perceived as 
an export subisdy.^ 
'" World Trade Organisation (WTOf, Review of India: TPRBs, April 17,1998, p. 57 
^ "Report on Cunency & Finance" RBI, Mumbai, 1997-98, vol. 1, p,lX-7 
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By virtue of its WTO membership, India automatically 
avail of Most Favorable Nations (MFN) and National Treatment 
from all WTO member for its exports and its participation in 
this increasingly rule-based system is aimed towards ensuring 
more stability and predictability in the government of 
international trade. 
As a member of the WTO, India has bound about 67 
percent of its tariff lines where as prior to the Uruguay Round 
only 6 percent of the tariff lines were bound for non-
agricultural goods, with a few exception ceiling bindings of 40 
percent at advaloram on finished and 25 percent on goods, 
machinery and equipment have been undertaking. In textiles, 
where reduction will be achieved over a period of 10 years, 
India has resaved the right to revert duty levels prevailing in 
1990. Under the agreement on agriculture, except for a few 
items, India bound rates range from 100 to 300 percent and no 
commitments have been made regarding market access, 
reduction of subsidies or tariff. 
The agreement on trade related Intellectual properly right 
(TRIPs) established certain minimum standards concerning the 
availability, scope, use and enforcement of intellectual 
property rights (IPRs) and extends the basic principle of non 
discrimination and transparency to these shares. A transition 
period up to 1®' January 2000 for implementation these 
obligations was available, except in the case of provisions 
relating to national treatment and MFN. In addition for areas of 
technology, where products patent is not currently available, a 
further period of up to 1®'January 2005, is available in the line 
of adoption of decisions of the disputes and Appellate Panels 
by the Dispute Settlement Body of the WTO, in the Indo-US 
dispute on these issues a bill to so amend the patent Act was 
introduced during the 1998 winter session of the Parliament 
has already been passed by Rajya Sabha on 23^ "^  December 
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1998.These have been followed up by a Presidential 
Ordinance on January 8'*^ , 1998 to bring the domestic 
legislation in conformity with our obligations under articles 
70.8 and 70.9 percent of TRIPs agreement. 
Under Trade Related Investment Measures (TRIMs), 
India has already notified the TRIMs maintained by it. These 
have been eliminated by 1^' January 2000. Under the 
Information Agreement (ITA), tariff have to be brought down to 
zero on 95 lines during 2000, 4 tariff lines by 2003, on 2 tariff 
lines 2004 and on the balance 116 tariff lines in the year 2005. 
India is also committed, under the Agreement on Technical 
Barriers to establish and administer national standards and 
technical regulations, keeping in view the basic precept of 
MFN, National Treatment and Transparency. 
India's legislation on custom valuations, the custom 
valuation rates, 1998, has been amended to bring it into 
conformity with the provisions of the WTO Agreement on 
implementation of Article VII of GATT 1994 and the custom 
valuation Agreement. 
Quantitative Restrictions (QRs) on import are currently 
being maintained on Balance of Payment (BOP) grounds of 
around 2300 tariff lines at the eight-digit level. The US has 
filed a Dispute and Dispute Settlement Process is currently in 
progress in WTO. 
The General Agreement on Trade in Service (GATS) has 
a "positive list" approach thereby allowing WTO. Members to 
take an obligation in the sector of their choice, India has made 
commitment in 33 activities, as compared to an average of 23 
activities for developing countries.^ 
India's economic liberalisation, as a matter of fact, has 
brought about revolution in the area of trade and investment. 
' "The Europa World Year Book" Europa Publication, London, U,.K., 1998, pp-244-245 
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The policy packages introduced under economic liberalisation 
with regard to trade and investment are mainly purported to 
integrate the Indian economy with the global economy. 
In a nutshell, it may safely be concluded that the India's 
step of making major changes in the Exim policy 1991, 
accelerated economic growth. The Thrust of the new economic 
policy has been to inject new sources of competition in order 
to induce greater efficiency by the liberalisation of policy of 
export and import, foreign investment, technology, monetary 
and financial policy. These policies helped to reduce the anti-
export bias of Indian industry, which was being exposed to 
both domestic and international competition. The policy 
facilitates the imports of production inputs required for 
sustaining increased industrial growth. On the other hand, 
exports have also responded impressively to the policy 
references and undoubtedly gained from the expansion of 
world trade. The birth of WTO is hopefully considered to be a 
platform for augmented trading the world over and India is, of 
course, one of them. 
FINANCIAL AND TRADE AGREENENTS WITH US 
Trade agreements and economic and technical 
cooperation agreements are import instrument used by the 
Government to import vigour and dynamism to the country's 
foreign trade and to strengthen the economic relations with 
other countries. The aim is to identify new areas of mutual 
interest and to strengthen the exerting ones. These 
agreements are basically indicative in nature, without imposing 
any binding commitment on either of the two countries. 
However, sincere efforts are made to remove hurdles or 
bottlenecks in trade through negotiations and a proper periodic 
review of the agreements. 
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The first agreement was signed in 1950 under the point 
four programmes. The programmes envisage sharing of US 
technical skills and knowledge with the countries still 
undeveloped and investment of US capital in these countries. 
A new era in economic relations begins in 1950 when a 
general agreement for technical cooperation under the point 
four programmes was duly signed between India and the US. 
Under this, India received direct aid on a grant basis. 
In 1951, US extended a loan of US$ 189.7 millions (Rs. 
1420.28 millions) to India to enable it to buy 2 million tons of 
wheat. In 1952, another agreement was signed in which US 
agreed to provide assistance under an expanded point four 
programme for speeding up the economic development of 
India. The purpose of Technical Cooperation Mission (TCM) 
established in 1952 was to aid the people of the economically 
under-developed countries of the world. TCM commenced its 
works in India in 1952 with US technicians and professionals. 
In 1953-54, US aid become available in other fields of 
economic development also, and was described as 
"Development Assistance". For the largest part of US aid to 
India was in respect of surplus commodity assistance under 
the titled of Public Law 480 (PL 480) repayable in rupees. 
India needed economic aid for its second five-year plan 
Mr. Jawahar Lai Nehru visited US in 1956 to discuss the 
matter. In 1958, US came foreword to give India a loan of US$ 
235 millions. In addition, it offered US$ 350 millions to India to 
enable it to buy wheat under PL 480 On 4''' May 1960. An 
agreement for the largest single transaction ever made by the 
US with any country under PL 480 came into existence. This 
announced to US$ 1,276 million (Rs. 6,070 million.'' 
In March 1962 the US signed an agreement to give a 
loan of Rs. 2,568 millions to India. The loan amount was to be 
made available to India from the sale P.L 480 commodities.^ 
' Foreign A f f c Recoixl (Vd. Vll, 1960) p.l34 
^ Ibid (Vol. Vm, 1962) p.90 
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In February' 1964 another agreement was signed to 
extend a loan of US$ 225 millions (Rs. 1070 million) and 
facilitates the imports, it needed to make for its economy. 
Public Law - 480 
A law called the Agricultural Trade Development and 
Assistance Act (PL 480) was enacted in July 1954. It comes in 
operation in South Asia in the Fiscal Year 1954. Under its 
Title-I, US sells agricultural commodities to the developing 
countries on certain liberal terms. Title-ll and Title-Ill envisage 
donations of agro commodities to help famine stricken 
countries for distribution through voluntary agencies. The Act 
1956 joined these two titles into a new one viz Title-ll. 
An agreement between India and US for the import of 
surplus agro commodities under Title-I was signed in August 
1956. This provided a sum of US$ 360 million (about Rs.1, 720 
millions) for the supply of US agro commodities to India.^ 
The purpose was to encourage the sale and export of 
US surplus agricultural commodities. This was the biggest 
single agreement between India and US. This enable India to 
meet its basic food needs at a time when there was low agro 
production and the situation was getting worse owing to the 
pressure of the growing population. Besides importing large 
quantities of agro commodities from the US under PL 480 India 
use the major part of the rupee funds made available to it for 
development purpose. 
The agreement was for three years, except for the rice 
which was for one year and however, delivery period for wheat 
and other produce could be shortened at the pleasure of both 
the countries. Infact, India expressed intention of importing all 
of the wheat in the first two years and purchase authorisation 
that had already been issued by the US to make this possible. 
' Foreign Affairs Record (Vol. n, 1956) p.l30 
94 
India's Ex-im Policy and Financial and Trade Agreements witit the US 
In the case of wheat, rice, dairy products, the 
purchases were made in the US through the usual trade 
channels by the Indian supply mission in Washington D C , and 
in case of cotton and tobacco, the purchases were made 
through Indian private traders. The buyer from the regular 
supply, depending on the price, which India wanted to pay, 
selected the grade and quality of the produce. India got either 
a large amount of a lower grade produce at a cheaper price or 
a better quality in slightly smaller value. 
Table 2.2 










Size and Composition 
About 3.5 millions metric tons (Rs. 95.2 crores) at US$ 
200 million. 
About 200,000 metric tons at (Rs. 12.6. crores) 
About 5000,00 bales of 480 lbs (Rs. 33.3 crores) at 
US$ 70.0 million 
About 15000 tons of milk (Rs 33.3 crores) Powder at 
US$ 3.5 million 
About 6 million lbs, at 6 million (Rs. 2.9 crores) (special 
leaf). 
Dollar cost for shipment of half (Rs 25.8 crores) of the 
total cargo i.e. estimation US$54.2 millions) 
Source: Foreign Affairs Record (Vol. II) 
Indo-US Agreement Regarding PL 480 Rupee Fund 
Indian rupees in US account under PL 480 pile up 
unspent as a result of US food shipments to India during the 
1950's and 1960's. This becomes an irritant in the relations 
between the counties. This irritant was removed in February 
1974 when India and US formally signed an agreement for the 
disposal of US held rupees in India. Under this agreement the 
US wrote off PL 480 loans to India of the order of Rs.16, 640 
million. It was Mr. H.K. Kissinger who persuaded the State 
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Department and the Treasury Department to consent to this 
agreement. By this agreement a major hurdle in the way of 
better Indo-US relations was removed. It was a concrete step 
taken by the US and a great gesture of friendliness on its part 
towards India. 
Table 2.3 








































































Source: Foreign Affairs Record (Vol. VIII) 
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U.S. Exim Bank loan to India until Nov. 3rd, 1970 were in 
terms of US$ 521,289,000 (both private and public sectors 
received this loan for economic development). 
Table- 2.4 
Grants & Loans From US Public Law 480 Sales Proceeds 

























Source: Foreign Affairs Record (Vol. VIII) 
Although the debt profile improved, yet a heavy debt 
burden remained. The PL 480 Title-! sales at favorable 
confessional terms continued to allow importation of essential 
agricultural and other commodities without increasing the 
strain on an already week balance of payment position of the 
country's international credit rating. At the same time PL 480 
Title-I sales, contributed to sustain economic growth by 
releasing resources for importation of immediate and capital 
goods. Thus PL 480 played an important role as well for the 
industrial development and export promotion of the country. 
India achieved impressive economic progress with the 
support of PL 480 in the field of agricultural development 
programme, population control, transportation, education, and 
labour improvement programmes. 
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Assistance Provided under PL 480 Title-! 
18% 
63% 
• Rs. 385 Crores grant to Govt, of India 
HRs.210 Crores Embassy uses 
BRs.143 Crores Loans to Pvt. Industries 
• Rs.2243 crores P.L.480 Title-! 
Fig-2.1 
Figure-2.1 shows that the major portion of the total 
assistance provided to India is through PL 480 Title-I, Out of 
the total of Rs. 2243 crores PL 480 Title-I Rupee funds Rs. 
314 crores to bare paid in dollars and excluded from this. 
Kennedy Round 
The Kennedy round of negotiations which culminate in a 
compromise agreement in 1967 providing for a phased 
programme of tariff cuts spread over 5 years ending on 
January 1^' 1972. As a sequel to this agreement, the US and 
several other major western countries have cut by one-fifth 
import tariffs on a wide range of manufacturing semi-
manufacturing and agricultural products, effective from 
January 1®' 1968. In the meanwhile, the European Common 
Market has offered to advance by one year, the one-fifth tariff 
cut originally scheduled to be made by the community on 
January 1^' 1970 while allowing the US to postpone by one 
year a similar reduction due on January 1®^  1969. This offer 
however, was conditional on the US refraining from any new 
protectionist move and abolishing the US selling price system 
for certain chemicals by January 1®' 1969. The U.K. also 
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announced in May 1968 that her first installment of tariff cuts 
under the Kennedy round would be effective from July 1** 1968 
as planned. 
For India the result of Kennedy Round of Tariff 
Negotiations involved both gains and losses, the gains were in 
terms of reduction of duties by the US and other countries the 
EEC, Japan, Nordic and a few other in which Indian products 
did not enjoy any preferential treatment. The losses were in 
countries like U.K, Canada, Newzeland and Ireland, where a 
general sealing down of import duties would abridge 
preferential advantages enjoyed by India. In purely 
quantitative terms, it was estimated (on 64-65 trade) that India 
would secure in non-preferential markets, tariff concessions on 
products valued at Rs. 196 Crores, while in preferential 
markets the exports of products accounting for Rs. 42 crores 
would be adversely affected. 
Setup of Indo-US Joint Commission 
During the year, 1974-75, Indo-US joint commission was 
setup with the US. It has setup three sub commissions 
including one for economic and commercial matters. It was 
expected that the deliberations of the joint commissions and 
the sub-commissions would lead to a steady increase in the 
trade flow between the two countries. The Indo-US economic 
and commercial sub-commission had decided at its first 
meeting in Washington in January 1975, to setup an Indo-US 
joint business council to foster the growth of trade in 
investment cooperation between the two countries and to 
promote US joint ventures in third countries. The council had 
its inaugural meeting in New Delhi in February 1976 when 
leading businessmen of the two countries met and exchanged 
views for better understanding between two countries on non-
official level. 
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At the third meeting of the Indo-US joint commission held 
in January 1978, a decision was taken to setup an industrial 
working group comprising representative of both the countries. 
The group would undertake joint studies and research in 
Industrial Technology pertaining to small scales as well as 
also the technologically intensive sectors. Protectionist 
measures increased in developed countries including US in 
1970's and 1980's. A host of specific restrictions such as 
Multifiber Arrangements (MFA), voluntary restraint agreements 
reference or trigger price arrangements, safeguards, 
countervailing or antidumping duties were either introduced by 
the US or intensified in case of prevailing restrictions in 
different ways. This protectionist tendency continued in the 
later years as well, example of which is the delay in 
implementation of GSP by the US in 1976. 
Again from 1st January 1978 all imports of textiles 
including cotton handlooms were subjected to quota limitations 
in the US. The US entered into a bilateral agreement for five 
years (1978-82) to regulate import of textile into the US. This 
agreement was more restrictive as compared to earlier 
agreements since apart from cotton textiles, it laid down 
aggregate and group limits for textiles, wood, man-made fibers 
and blends under the quota restraints. Such restrictions were 
global and applicable in terms of quantity. Non-tariff barriers 
like arbitrary customs valuations by US checked growth of 
basic chemical exports. Duties were also imposed on certain 
chemical exports like caster-oil, fatty acids etc. India's leather 
exports faced a more open policy in the US. 
New bilateral agreements were concluded under GATT 
with the EEC countries, the US and Australia in terms of the 
Agreement regarding International Trade in Textiles (AITT). 
These agreements provide a substantial increase in the quota 
for the import of Indian cotton textiles into these countries. 
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India has become one of the beneficiaries of the US, 
GSP that came Into force from January 1®' 1976. Under this 
scheme, India gains competitive advantage in respect of nearly 
300 items in the US. Hov^^ever, India has been denied GSP 
facility in terms of the 'Competitive need, Vfovisions of the US 
Trade. Act 1974 in respect of about 30 items such as sugar, 
jute products, coir floor coverings, cotton handloom fabrics 
etc. In the event, India came out of the negotiations less 
unfavorably than many other developing countries in that the 
MFA did not, in her case, dilute the principles relating to base 
levels the treatment to be accorded to handlooms. With the 
US, India was able to secure a rate of growth higher than that 
assured in the MFA, though in case of EEC, the rate was lower 
for certain sensitive items. 
In addition to the digital exchange of commodities, India 
has been continuously exploring new avenues of economic 
cooperation by way of cooperation in production, joint 
marketing and transfer of technical know-how through joint 
ventures abroad. 
Tokyo Round 
Tokyo Round of Multilateral Trade Agreements concluded 
in April 1979. At the 35"^ session of the contracting parties to 
the GATT held in November 1979. It was agreed to bring within 
the GATT framework agreements resulting from the Tokyo 
Round of MTN. In the fields of tariffs, India held bilateral 
consultations with the US, EEC Japan, and other developed 
countries and exchanged tariff concessions with them. The 
Under the US legislation authorizing the GSP an industry in presumed to be competitive when it 
exports 25 million worth of a given product or supplies 50% of US import needs in one year. 
Exports of such an article will not be eligible for duty-free entry but will continue to pay duty at 
the Most Favored Nations (MFN) rate. 
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important items of export interest to India on whicii tariff have 
been reduced by the US are diamonds, woolen carpets (hand 
knotted) handloom fabrics, mill made fabrics goat and kid 
leather, mica and mica products, jute yarn, wearing apparel for 
men and women lace and net betting, bed spreads, steel bars 
and brass articles use in households. 
The industralised countries that participated in the Tokyo 
Round negotiations had agreed to reduced their import duties 
on several products over an eight years period. The first round 
of annual tariff reductions were affected on June 1, 1980 and 
second annual tariff reductions were brought into force on 
January 1^' 1981. In general the largest reduction have been 
made in the highest duties and cuts have also been made in 
duties on agro products. Some of the countries are reportedly 
following faster schedules for tariff reductions on products 
imported from developing countries. 
MFN, which governs world trade in textile with the basic 
objective of achieving a progressive libralisation of world trade 
in textile products and without causing any disruptive effects in 
individual markets, was negotiated in 1973 under the GATT 
auspices and came into effect on January 1^' 1974 for a period 
of four years. The arrangement was renewed for a further 
period of four years up to end of December 1981 through 
protocol extension that permitted jointly agreed reasonable 
departures from the provision of the MFA. As of end 1980, 42 
countries (Countries of EEC as single) which accounted for 4/5 
of the US$84 billions worth world trade in textiles and clothing 
in 1979 participated in the arrangement. 
Under the aegis of the MFA, India has entered into 
bilateral agreements with important textile importing countries 
such as the US, the EEC, Canada Sweden, Norway, Finland 
and Austria with a view to guaranteeing continued access to 
our textile products to these countries. India's main aim was to 
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secure an arrangement, which ensures increased access for 
Indian textile exports particularly handloom and cottage 
industry problem. By March 15, 1982, sixteen countries 
including India and the US accepted the extended MFA. 
The third Tokyo Round of annual tariff cuts was brought 
into force on January 1*' 1982. On January 1^' 1983 the Tokyo 
Round participating countries made the forth cut of eight 
annual tariff cuts agreed upon in the multilateral trade 
negotiations. This round of cuts, made on the 35'" anniversary 
of the entry into force of the GATT brings tariff reductions 
under the tariff reduction agreements of 1979 to the half way 
mark. The process of annual tariff reductions continued up to 
January 1^* 1987 and resulted in a cut of about 1/3 in the level 
of tariffs imposed by industrial countries on imports of 
manufactured goods. In additions, most of the tariffs cuts on 
agricultural products are following the same schedule of 
reduction as for industrial products. A number of countries are 
following faster time schedules for reducing tariffs on products 
imported from developing countries. 
The GATT committee on Textile unanimously approved 
China's application to participate in the MFA, which governs a 
large portion of the world trade in textiles and clothing. 
Although not a contracting party to GATT, China would become 
the 49*" participant in MFA and add to its importance. 
However, this has not been discouraged the US from imposing 
further curbs on imports from China or other third world 
countries. In December 1983 new regulations were introduced 
unilaterally by the US setting criteria to determine when 
imports disrupted or threatened to disrupt domestic production, 
thus opening the way for specific action to curb textile imports 
in the United States. 
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The Caribbean Basin Initiative 
The Caribbean Basin Initiative (CBI) of the US signed in 
August 1983, gave 27 Caribbean states duty free access for 
most of their exports to the US in return, the CB States agreed 
to certain changes in taxation and econonriic policy. While all 
the parties enjoy several obvious benefits from the CBI, its 
trade provisions have had negotiable effects so far. Textiles, 
clothing, footwear, canned tuna and petroleum are among the 
items excluded from preferences; sugar and beef are subject 
to special treatment. Sugar quotas for CBI countries have been 
reduced from about 1.5 million tons in 1980 to 1.0 million tons 
in 1986. The US food security Act 1985 requires them to be 
reduced further if they conflict with the domestic sugar price 
support programme. Beef quotes are also subjected to US 
domestic policy constraints. 
MTNs on January 1^' 1984 the contracting parties made 
the 5"" of the eight annual tariff cuts when fully effective in 
January 1987, these will result 1/3 tariff cut by industrial 
countries on imports of manufactured goods. The US and 
Japan are clamouring for a fresh round of MTN. As a 
parliamentary step, the US has already announced that it 
would advance by one year, the completion of Tokyo Round 
tariff reductions. Bilateral and multinational negotiations are 
also underway on liberalising non-tariff measures through 
exchange of requests and offers in respect of certain products 
(in particular agricultural and tropical products). 
In the 41^* session of contracting parties held in Nov, 
1985, it was decided to establish a preparatory committee to 
formulate, recommendations on the objectives, subject matter 
and modalities of a new round of multilateral level meeting on 
Sept 15'^ 1986. The preparatory committee considered various 
issues. In their review, the general purpose of the negotiations 
should be to improve the provision and disciplines of GATT 
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expand its coverage, extend its application to new areas, 
promote to substantial further liberalisation of trade and 
consider trade aspects of the international economic policies. 
The MFA that governs a large portion of world's trade in 
textiles and clothing is scheduled to expire in July, 1986 
before which a decisions has been taken on either 
modifications or scrapping the arrangements. A working party 
was set up in May 1984, to examine the modalities of further 
trade liberalisation in textiles and clothing including possibility 
of bringing about the full application of GATT provisions in this 
sector. In July 1984, a report by the GATT secretariat argued 
that the textiles and clothing industries could no longer be 
considered special cases worthy of protection from ordinary 
trading rules. The report of the Textiles Surveillance Body 
(TSB) for the review of the MFA, pointed out that restraints 
under the MFA have been very extensive and restrictive and 
that they have been applied exclusively on the developing 
countries. The report added that while MFA facilitated some 
improvement in export earnings, it has not helped much in the 
reduction of trade barriers and liberalisation of world trade. At 
the meeting of the textile committee in July, 1985, the 
developing countries pointed out that the MFA had failed both 
in facilitating structural adjustment in the textile and clothing 
industries of importing countries as well as liberalising world 
trade. It was observed that with the easing on economic front 
in the US and EEC, it was time to consider whether continued 
protection for the textile industries in the developing countries 
was necessary. While the US and the EEC was strongly favour 
continuation of the MFA, the developing countries are apposed 
to the extension of the arrangement and support in view that 
the textile trade should be governed by a free regime under 
the GATT rules. 
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The US and a few industralised countries continued tiieir 
efforts to initiate a new round of global multilateral trade 
negotiations and to bring the service sector within the scope of 
GATT. However, developing countries including India, were not 
in favour of the few round of multilateral trade negotiations as 
they fear that such a step would distract the attention from the 
implementation of the trade liberalisation programme already 
agreed. Further, as the negotiations would be a long drawn out 
process they also fear that neither the existing promises would 
be fulfilled nor any additional benefit could be quickly secured 
by developing countries. The majority of members of the GATT 
have supported the US demand for a special meeting of the 
senior officials with a view to hold the new round of talks in 
1986. 
MFA, which governs about half of the world's US$ 100 
billions textile trade, was renewed for another 5 years period 
from August 1^' 1986. The renewed MFA was more restrictive 
because the coverage has been extended from cotton, wool 
and man-made fibers to all vegetable fibers including Jute, 
coir, sisal and abaca. India along with China, however, had 
expressed strong reservations about the extensions of 
coverage, which was based on US proposal. Following India's 
oppositions, the developed countries agreed not to apply the 
restrictions to historically traded textiles made out of jute and 
coir such as bags, socks, carpet - backing, mats etc. The new 
protocol also recognises that the final objective was to apply 
GATT rules to the export trade in textiles. 
GATT: The Uruguay Round (From September, 15-20, 1986) 
The ministers of contracting parties of GATT decided to launch 
a new round (8'*^ ) of MTN. According to declaration made at 
the conclusion of the GATT meeting were to begin in October 
31^' 1986 and concluded within four years. 
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In placing the Uruguay Round in the global economic 
context, to which it belongs, it is important to start by looking 
at the current performance of the world trade. The situation is 
not encouraging. After the recovery year of 1984 when trade 
grew by 9.5 percent there was a 3 percent volume increases in 
1985 and something close to 4 percent in 1986. Overall trade 
growth has averaged less than 3 percent a year thus, for in 
1980's compared to 5.5 percent in 1970s and 8.5 percent in 
1960's. There is unfortunately no reason to believe that the 
picture is going to be very much better by the end of this 
decade. These trends have been compounded in recent years 
by a number of factors affecting political approaches in the 
trade policies area. One of these factors is the emergence of 
large and sustained trade imbalances involving historically 
large surplus or deficits in the major industrial countries. It is 
widely accepted that such imbalances reflect underlying 
macroeconomic differences; in a particular a tendency for 
expenditure to increases more rapidly than production in the 
United States and less rapidly in Germany and Japan. In this 
context, there is no need to dwell on the link between the large 
budget and trade deficits in the US. Even though their roots 
are in the area of macro-economic policy, the protectionist 
sentiment nourished by these imbalances is a considerable 
source of concern for the trading community. It has 
exacerbated the debate in such areas as the future of MFA, 
the consequences for the trade of third countries of the recent 
enlargement of the European Communities and the conditions 
of competition in world market for civil aircraft. 
Another source of concern has emerged in the shape of 
rapidly changing currency relationships. In recent years, both 
an extraordinary rise and an extraordinary fall in the dollar's 
rate had only a limited effect on the US trade deficit, large 
movements in exchange rates have introduced an additional 
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element of unpredictability in trading relationships. It is 
therefore, not surprising that the Punta del Este Deceleration, 
which launched the Uruguay Round, called attention to the 
financial and nnonetary instability in the world economy and the 
need for concurrent efforts to improve the international 
monetary system. 
Recent Agreements Between India and US 
Some of the recent agreements signed between India 
and the US during the visit of former US president Bill Clinton 
are as under;^ 
Indo-US Financial and Economic Forum 
The "Vision Statement" issued by Prime Minister 
Vajpayee and President Clinton during the US President's visit 
to India envisages a broader dialogue between the two 
countries. As a part of this dialogue, Mr. Sinha and US 
Treasury Secretary, Mr. Lawrence Summers, signed an 
agreement on April 2000 setting up the Indo-US Financial and 
Economic Forum. 
The objective of the Forum is to strengthen the financial 
and economic relationship between the two countries through 
regular government-to-government meetings of the economic 
policy makers. The Forum is headed by the Indian Finance 
Minister and the US Treasury Secretary, who are expected to 
meet on an annual basis. 
These meetings are to be supplemented by sub-Cabinet 
level meetings of officials of the two governments and involve, 
as appropriate, the participation of US Securities and 
Exchange Commission, Federal Reserve Board, office of the 
Comptroller of Currency, Reserve Bank of India and the 
Securities and Exchange Board of India. The sub-Cabinet 
"Indo-Us Economic Relations, Embassy of India, 
www.indianembassy.organizations/indusrel/ciinto_india/indiaJrade.html, dated 9the August 2001, pp. 1-5 
108 
India's Ex-im Policy and Financial and Trade Agreements with the US 
level meetings are expected to focus on strengthening and 
development of financial services through mutual exchange of 
experiences on issues relating to capital markets in the two 
countries as well as macro-economic and investment issues 
such as, structural reform, fiscal and economic policies, and 
bilateral trade. The first sub cabinet level meeting of the 
forum was recently held in Washington D.C. 
Joint Statement on Cooperation in Energy and Environment 
The two countries have also signed a joint statement on 
cooperation on energy and environment issues during the 
Presidential visit. The statement outlines a common agenda on 
clean energy development and environmental protection. The 
two countries intend to work together and with other countries 
in appropriate multilateral forum toward early agreement on 
the elements of the Kyoto mechanisms, including the Clean 
Development Mechanism. It has also been agreed to set up a 
Joint Consultative Group on Clean Energy and Environment. 
The Group will hold periodic ministerial/high level meetings 
and will lay emphasis on collaborative projects; developing and 
deploying clean energy technologies, public and private sector 
investment and cooperation. 
Indo-US Renewable Energy iVIemorandum of Understanding (MOU) 
A Memorandum of Understanding in the field of 
renewable energy was signed between the Solar Energy 
Center of the Ministry of Non-Conventional Energy Sources 
and the National Renewable Energy Laboratory of the United 
States Department of Energy. 
Science and Technology Agreement 
India and the United States signed an Agreement to 
establish the Indo-US Science and Technology Forum to 
facilitate and promote the interaction, of government, 
academia, and industry in science, technology and other 
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related areas. The Forum will focus on issues of common 
concern and activities of mutual benefit while exploring trends 
in science and technology. The Forum will promote research 
and development, the transfer of technology, the creation of a 
comprehensive electronic reference source for Indo-US 
science and technology cooperation, and the electronic 
exchange and dissemination of information on Indo-US science 
and technology cooperation. 
Financial Institutions Reform and Expansion (FIRE) Program 
US Agency for International Development has re-started 
the Financial Institutions Reform and Expansion (FIRE) 
programme, a four-year, US$ 25 million initiative to provide 
technical assistance to strengthen Indian financial markets and 
regulatory agencies. FIRE will also assist in creating the 
institutional base necessary for the emergence of a flourishing 
private insurance industry. 
Internet for Economic Development Initiative (lED) 
An announcement has been made to include India in the 
US sponsored, Internet for Economic Development Initiative 
(lED). Under the initiative, the US Agency for International 
Development (USAID) will launch a US$ 5 million, five-year 
Rural Information Technology Expansion effort to help India 
and utilise the Internet to promote equitable access in under-
served rural areas to health and education resources. 
In addition, commercial MOUs worth about US$ 3.5 
billion were also signed during the visit by, among others, 
Motorola, Hughes Network Systems, Bank of America, IBM, 
Enron and Ogden Energy. 
India US Commercial Dialogue 
The US and India signed an agreement for the 
"Formation of and terms of Reference for the India-United 
States Commercial Dialogue" on March 23, 2000 during the 
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visit of President Clinton. The Terms of Reference provided a 
general framework guide the development and maintenance of 
a public sector-private sector dialogue on commerce between 
India and US that was envisaged to be an element of a broader 
economic /commercial dialogue between the two governments. 
The dialogue would encompass regular government-to-
government meetings to be held in conjunction with private 
sector meetings. Its aim was to (a) facilitate trade, and (b) 
maximise investment opportunity across a broad range of 
economic sectors including information technology, 
infrastructure, biotechnology and services. This would be a 
forum where emerging issues affecting bilateral trade could 
also be discussed. 
fndia-US Working Group on Trade 
As a part of the 'Vision Document', India and US agreed 
to set up a working Group of Trade under which the USTR and 
Ministry of commerce and other concerned Ministries / 
Departments of the Government of India would engage in 
regular discussion to enhance cooperation on trade policy. As 
appropriate, individual trade issues could be examined in 
greater depth with the participation of other agencies and 
through creation of sub-groups. The Group is to serve as a 
focus of the consultation on a board range of trade related 
issues, including those pertaining to WTO. The group would 
receive inputs from the sector as appropriate. 
Discussion with USTR in this Tegard took place during 
the visit of Commerce Secretary to Washington in July 2000. 
Co-operation in Small-Scale Sector 
Detailed discussions on future cooperation between India 
and US in the small scale sector were held during the visit of 
Smt. Vasundhara Raje, Minister of State for small scale 
industries and Agro and Rural Industries, to Washington DC 
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from February 13-16-2000. The two sides agreed to sign an 
MOD outlining areas of mutual interest and cooperation. Draft 
of the proposed MOU has since been discussed, finalised and 
initialed by the two sides, and is likely to be signed in near 
future. 
US Sanctions against India 
The United States imposed economic sanctions on India 
immediately after the nuclear tests in May 1998. In imposing 
these sanctions, the US Government's stated position was that 
they sought to send a strong message to would be nuclear 
testers; to influence Indian and Pakistani behavior; to target 
the governments, rather than the people; to maximise the 
impact on India and Pakistan; and to minimise through damage 
to other US interests. 
Under the sanctions, the US took the following steps.^ 
• Terminated or suspended foreign assistance, under the 
Foreign Assistance Act, with exceptions provided by law 
(e.g. humanitarian assistance, food, or other agricultural 
commodities). 
• Terminated foreign Military sales under the Arms Export 
Control Act and revoked licenses for the commercial sale of 
any item on the US Munitions List. 
• Halted any new commitments of US Governments credits 
and credit guarantees by US Government entities (EXIM, 
OPIC, CCC). 
• Suspended most military-to-military programs, including 
certain on going educational programs and official 
exchange visits. 
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• Denied export of all dual use items controlled for nuclear or 
missile reasons, and presumed denial for all other dual-use 
exports to government entities involved in nuclear or 
missile programs. 
US Government credits were specifically affected in the 
following manner.^ 
• The US EXIM Bank credits were immediately terminated for 
approximately US $500 million of US exports to India in 
pending transactions. An additional US $3.5 billion of 
exports based on indications of interest received by the 
EXIM Bank, could be affected in the longer term. 
• Likewise funding by the US OPIC (Overseas Private 
Investment Cooperation) was also effected. According to 
OPIC, existing contracts with India would be continued, but 
there would be no new transactions. OPIC's total projected 
investment in India amounted to US$10 billion on the basis 
of the 80 investment projects that were registered with 
them, and were in sectors such as power, telecom, finance, 
hotels and manufacturing. Till 1997, OPIC was funding 
roughly US$ 400 million a year of projects. 
After the above sanctions were announced in May 1998, 
the following steps were taken to relax some sanctions: 
• On 15 July 1998, the US Department of Agriculture 
reinstated credit guarantees for export of agricultural 
commodities to India and Pakistan,* after the President 
signed into law a bill called the Farmers Export Relief Bill. 
The decision to exempt agricultural credits extended by the 
commodity Credit Corporation from Sanctions, was 
influenced by the US interest in the sale of wheat, under 
credit, to Pakistan. 
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• Using the one-year waiver authority given to him by the US 
congress under the Brown back Amendment, President 
Clinton decided to wave some of the sanctions on 
November 6'" 1998. Export import Bank (EXIM), Overseas 
Private Investment Corporation (OPIC) and Trade 
Development Agency (TDA) programs in India were 
restored until October 21, 1999. The other sanctions that 
were lifted for a year included restoration of the 
International Military Education and Training (IMET) 
program and permission to US banks to extend loans and 
credits to the Government of India. The rest of the 
sanctions, including ban on military equipment sales, 
export restrictions on dual use goods and funding for 
development projects by the World Bank and other 
international leading agencies remained in place. 
On October 7, 1999, the House and Senate Conference 
passed an Amendment introduced by Senator Brownback 
giving waiver authority to the President to suspend certain 
sanctions against India and Pakistan. The Amendment, a part 
of the Defense Appropriations Bill, was signed by President 
Clinton on October 25, 1999. The main elements of the 
Amendment were as follows:^ 
The president may waive, with respect to India and 
Pakistan, the application of any sanction contained in Section 
101 or 102 of the Arms Export Control Act (Glenn 
Amendment), Section 2 (b) (4) of the EXIM Bank Act of 1945, 
section 620 E (c) of the Foreign Assistance Act 1961, as 
amended (Pressler Amendment). 
The authority to waive the application of a sanction or 
prohibition shall not apply with respect to a sanction or 
prohibition contained in sub paragraphs (B), (C) or (G) Section 
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102 (b) 2 of the Arms Export Control Act, unless the President 
determines and certifies, to Congress that the application of 
the restriction would not be in the national security interest of 
the US in other words, the president can permit transfer and 
sale of military as well as dual use items covered by sub-
paragraphs (B), (C) or (G), if he certifies that it would be in the 
national security interest to do so. 
A sense of the Congress resolution that application of 
export controls to nearly 300 Indian and Pakistani entities 
requires refinement, 
A sense of the Congress resolution that application of 
export controls should be applied only to entities that makes 
direct and material contribution to weapons of mass 
destruction and missile program and only to those items that 
can contribute to such programs. 
A reporting requirement that no later than 60 days after 
the enhancement of this Act, the President shall submit a 
classified and unclassified report to the congressional 
committees listing those Indian and Pakistan entities whose 
activities contribute to missile programs or weapons of mass 
destruction. 
A Congressional review requirement that when a licence 
for export of a defence article, defence service, or technology 
is issued, the Congress has the right to review the licence and 
may, if both Houses oppose the sale or transfer, cancel the 
licence. 
Pursuant of the authority vested in him by the above 
amendment. President Clinton on October 27'*' 1999 waived for 
an indefinite period the following sanctions against India.^ 
' "Indo-US Trade and Economic Relations" www.indianembasv.organizations/indusrei/lrade.hlm. last visited on 
23"'March 2001, pp.6-13 
115 
India's Ex4m Policy and Financial and Trade Agreement with the US 
• Activities and programs of the Export-Import Bank (EXIM 
Bank). 
• Activities and programs of the Overseas Private Investment 
Corporation (OPiC); 
• Assistance under the International Military Education and 
Training Program (IMET); 
• The making of any loan or the providing of any credit to the 
Government of India by any US bank; 
• Assistance to the Asian Elephant Conservation Fund, the 
Rhinoceros and 
• Tiger Conservation Fund, and the Indo-American 
Environmental Leadership program; and 
• Any credit, credit guarantee, or other financial assistance 
provided by the Department of Agriculture to support the 
purchase of food or other agricultural commodity. 
On March 16"" 2000, President Clinton issued an order further 
easing sanctions against the following.^ 
(i) Assistance to the South Asia Regional initiative/ energy; 
(ii) Presidential Initiative on Internet for Economic 
Development; 
(iii) Financial Institution Reform and Expansion Program; and 
(iv) United States Educational Foundation in India 
Environmental Exchange. 
US Export Restrictions on Indian Companies 
The Bureau of Export Administration (BXA) in the US 
Department of Commerce issued tv\/o notifications, one on May 
12'^ 1997 and the other on June 27**", 1997 imposing 
restrictions on exports to four Indian organizations/companies, 
' "Indo-US Trade and Economic Relations" www.indianembasy.organizations/indusrel/trade.htm, last visited on 
23"" March 2001, pp.6-13 
116 
India's Ex-im Policy and Financial and Trade Agreements wUh die US 
namely Bharat Electronic Ltd., Bhaba Atomic Research Center 
(BARC), Indira Gandhi Center for Atomic Research, Kalpakkam 
and Indian Rare Earth Ltd. in October 1997, these restrictions 
were removed on seven of BELs units and retained only on 
BEL'S Bangalore and Hydrabad units. 
Intellectual Property Rights (IPR) 
India was designated as a Priority Country under Special 
301, in April 1991 for alleged inadequate protection of 
intellectual rights. After several rounds of consultations, 
differences between the two sides on the issues of copyright, 
Trademarks and Access for Motion Pictures were largely 
resolved. India agreed to move some amendments to its 
copyright and Trademark laws take steps for better 
enforcement and substantially improve market access for US 
motion pictures.^ 
In 1993 India was brought down to the priority watch list 
and has been in the priority watch category since then. The 
USTR has continued to keep India in the priority watch list 
stating India's failure to legalise the "Mail Box" provision of the 
IPR Agreement under WTO. In April 1996, the USTR indicated 
that it would take up in the WTO India's failure to provide 
Intellectual Property rights protection for pharmaceutical and 
agricultural chemical products, as required under the TRIPS 
Agreement. This was the first IPR dispute to go through the 
WTO dispute panel process. The dispute settlement panel, 
after observations in September 1997 finally concluded that 
India had not complied with its obligations under the TRIPs 
agreement because it failed to establish a system for the grant 
of excessive marketing rights. The dispute is still not resolved 
in the recent WTO summit in Doha. 
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Consultation on the Automobile Policy 
In the Super-301 Report for 1999, US Trade 
Representative (USTR) stated that US would request WTO 
consultations with India regarding measures affecting the 
automobile sector that it considered inconsistent with TRIMS. 
The US that is a third party in a similar dispute raised by the 
European Community, is of the view that India's auto policy is 
restrictive because it stipulates foreign car makers to meet 
certain indigenous standards and foreign exchange 
requirements through exports. The United States requested 
consultations with India on June 2"* ,^ 1999. However, the 
consultations held on July 20'^ 1999 failed to resolve the 
dispute. Accordingly on July 27'*" 2000, the US requested the 
establishment of a dispute settlement panel at the WTO.^ 
Generalised System of Preferences (GSP) 
Under the Generalised System of Preferences (GSP), 
Indian exports worth about US$ 1.1 billion enjoy duty free 
access to the US market. The GSP program was renewed in 
December 1999, with retrospective effect from 30'^ ^ June 1999, 
for 2 years and will be valid through September 20001. 
In 1992, the US removed GSP benefits for a large 
number of products from India mainly agricultural, chemical, 
pharmaceuticals as well as other products such as handloom 
textile, jewelry etc. on grounds of inadequate intellectual 
property rights protection. The Embassy has made annual 
written submissions to the office of the US trade 
Representative on behalf of the Government of India 
requesting that GSP benefits be extended for each of the items 
so excluded. Progress made on the intellectual property right 
front, in terms of passage of legislation to meet obligations 
under the TRIPS Agreement, has been highlighted in these 
"hdo-Us Economic Relations, Embassy of India, 
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submission, and India's commitment to strengthing the 
protection of intellectual rights in the country has been cited 
for seeking restoration of GSP benefits for all those items for 
which such benefits were withdrawn ostensibly for IPR 
reasons. 
Agreement on H-1 Visas 
The H-1 visas are temporary non-immigrant visas issued 
to foreign professionals going to US to render services of a 
specialised nature. The number of visas allowed per year is 
restrictive. Many of the top information technology companies 
in the US have been lobbying intensively for an increase in the 
H-1 Visa program. There was however, concern both in the 
White House and in the US House of Representatives that 
increasing the limit on H-1 visas could affect the job security 
of American workers. Eventually, on 23^ *^  September 1998, an 
agreement was reached by Senate Judiciary immigration Sub -
committee Chairman, Spencer Abraham, and Gene Sperling, 
head of the President's National Economic Council. Under the 
Abraham-Sperling compromise, the limit on H-1 B visas has 
been increased to 115000 visas in 1999 and 2000. This will 
drop to 107500 in 2001 before reverting to the original 65000 
limits in 2002. 
Several Bills have since been introduced in the US 
Congress to increase the annual limit of H-1 B visas. These 
are presently under consideration with a view to increasing 
annual limit to 200,000. 
Agreement on Textiles and Clothing (ATC) 
Textiles and Apparels constitute a major chunk of India's 
total exports to the US. About 25 percent of our exports to the 
US comprise of woven and knitted apparel, miscellaneous 
textile articles, fabric and yarn. Exports of textiles and apparel 
are covered by quotas where by US specifies annual import 
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limits for various categories of textiles and apparel. All textile 
shipments to the US must be accompanied by appropriate visa 
documents. As per the integration schedule specified under 
the Agreement on Textile and Clothing (ATC), quotas will be 
removed by the year 2004. 
One of the issues of concern to India in the area of 
textiles related to changes made by the US in its rules of origin 
for textiles and apparel. US introduced changes to its rules of 
origin from July 1^' 1996. Under the new rules of origin, for 
processed fabrics and made-up products, the country of origin 
will be the country where the fabric is woven and not the 
country where the fabric is ultimately converted (processed or 
stitched) into processed fabric / made-ups. Since a substantial 
quantity of our fabrics are going to US after being processed 
and stitched in third countries such as Srilanka, Bangladesh, 
Hong Kong, and EU, these now require to be accompanied by 
an Indian visa for clearance by the US customs. Thus, fabric 
going to US via EU is first debited against the EU quota and 
again debited against the US quota resulting in double 
jeopardy for Indian exporters. In our view, the changes 
effected by the US are not in conformity with the obligation 
under the ATC. 
Antidumping and Countervailing Duty Cases against Indian 
Products 
Under the US antidumping (AD) law, remedial duties are 
imposed on imported merchandise when the Department of 
Commerce (DOC) determines that the merchandise is being 
dumped (sold at less than fair value) and the US International 
Trade Commission (ITC) determines that there is material 
injury to the domestic industry by reason of those imports. The 
countervailing Duty (CVD) law is aimed at offsetting foreign 
Government subsidies benefiting imports. A number of AD and 
CVD actions initiated by the US against foreign imports 
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increased in 1999, after declining in 1996, 1997 and 1998. A 
total of 21 AD orders were issued by the US in 1999, up from 9 
in 1998. Similarly, a total of 7 CVD orders were issued in 
1999, as compared to 1 in 1998. 
The US International Trade Commission (USITC), by a 4-
2 vote on 24'*^  May 1999, made a negative final determination 
to the effect that import of Elastic Rubber Tape from India has 
not either materially injured or threatened with material injury 
any US industry. As a result of USITC's negative 
determination, no antidumping duties will be imposed on 
imports of Elastic Rubber Tape from India. 
Conclusion 
On the basis of foregoing discussion in the present 
chapter it may safely be concluded that the world political 
setup and the changing alliances had a definite bearing on the 
emerging Indo-US relations. In the post World War era India 
started getting enough support from the US in terms of trade, 
technology and foreign assistance. However, the increasing 
leverage to USSR in India's foreign policy and India's 
insistence on the Non-aligned movement inhibited the growth 
of Indo-US relations. Most of the agreements during sixties 
and seventies between India and the US were only soft 
paddled and non strategic. This was also the period when 
India concentrated on the development of basic key industries 
mainly with the assistance of communist countries. Late 
seventies and eighties experienced a major shift in India's 
Exim policy where India started encouraging import of capital 
and intermediary goods so as to substitute its imports and 
become self sustainable. 
It was the termination of the decade of eighties, which 
recorded elimination of the USSR from the world map, and a 
major shift in India's exim policy emphasising on the need and 
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urgency of export efforts and also the libralisation of Indian 
economy. These factors put together eased the tension 
between India and the US, which paved way for very strategic 
and important Indo-US agreements. Simultaneously, 
liberalisation of Indian economy also attracted US commercial 
interests in India. Thus the decade of nineties has so far 
experienced increasingly healthy relations in Indo-US trade, 
investment. Aid and other related agreements. 
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Chapter - III 
INDO-US TRADE RELATIONS SINCE 1970 
INTRODUCTION 
Taking a synoptic view of tlie history of Indo-US 
economic relations, it can be observed that the relations 
between the two economies are not as they ought to be up to 
the medieval period of Indian history. India was a fragmented 
country ruled by hundreds of kings and nawabs. India's trade 
with outside world has a long history though only in small 
volumes. Bulk foreign trade largely started taking place after 
the advent of Europeans. 
The history of economic growth reveals that up to the 
First World War, Great Britain (U.K.) was the undisputed 
economic leader of the world. The U.K. has ruled India for over 
two hundred years and has virtually exploited India to serve 
her own political and economic interest. British policy makers 
never allowed India to nurture its economic ties with any of the 
economic power of the world. They even did not allowed the 
development of Indian industries rather Indian primary goods 
raw materials were exported to U.K. to feed the input 
requirements of their industries and finished goods were than 
exported back to India and the world. 
Being ruled by the Britishers Indians could not resist to 
the British policies. Indian industries with a few exceptions 
like Jute and Textile etc. could not grow at all. In terms of 
foreign trade India mainly had to rely on the British market for 
the export of its raw materials and for the import of finished 
goods dependence was on the British industries. 
During the first and second World War, the UK's economy 
had to bear the burden of the cost of War. On the contrary the 
US nurtured its defense and other industries during this 
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period. After the Second World War the world political 
economic scenario in general and for India in particular has 
changed. On the one hand US has started emerging the 
economic leader of the world, on the other hand stronger 
emergence of economic union namely USSR has transformed 
the world into a bi-polar world of power and economic strength. 
This was also the world period when India after a gap two 
centuries felt the freshness of independence. 
After independence India was free to make the rules of 
the game, but the adverse economic conditions of the nation 
impinge the higher growth expectations. On the one hand 
Indian industries were not developed to meet the domestic 
demand while on the other hand many industries established in 
India were forced to close down due to squeesed supply of raw 
materials with the partition of most fertile part of India in the 
name of Pakistan. 
The than Prime Minister Pandit Jawaharlal Nehru vowed 
for non-alignment with any of the super powers and tried to 
balance the direction of trade shifting it from Europe to USSR, 
USA, OPEC and other countries of the world. However, 
needless to say that he was impressed by the planned growth 
of USSR, and thus shifting the leverage of economic relations 
a bit more towards USSR and consequently despite all the 
economic complementarities, India distanced herself from the 
US. 
Table 3.1 




















Source: Economic Survey 2000-2001 
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The table given above clearly indicates that India's trade 
relation with USA just after independence was much better, 
when compared to the USSR. During late fifties Pandit 
Jawaharlal Nehru the then Prime Minister visited the USSR 
and was highly impressed with the planned development with a 
social welfare objectives in mind. Despite claiming to be a 
propagator of non-aligned movement Indian foreign and 
commercial policies got influence with the opinion of her Prime 
Minister. 
The given export data in table 3.1 confirms the above set 
of events influencing India's exports to US. The exports to US 
during sixties would barely doubled while exports to USSR 
increased seven times. The decade of seventies also 
experienced only 3.5 times exports in India's growth to US 
when compared to six times growth in Indo-USSR trade. The 
decade of eighties shows a trend reversal when India's export 
to US increased by about seven times while to USSR it barely 
grew about 4.4 times. The trend got consolidated during the 
decade of nineties where India's export to US recorded about 
nine times growth while India's export to USSR recorded 
negative growth of about 25 percent. 
During the Eisenhower and the Kennedy administrations, 
substantial economic aid programmes were instituted for India. 
The Positive impact of this aid was, however, short-lived. The 
selective use of the food aid programme to arm-twist India at 
various times, including at the time of a drought in the country 
by the Johnson administration prevented the development of 
goodwill for the United States in India. Compounding India's 
economic woes due to a poor monsoon, the Chinese invasion 
of the country in 1962 and two quick rounds of war with 
Pakistan overran of Kutch and Kashmir, President Lyndon B. 
Johnson had adopted a policy of "hard new look" at US 
economic and food assistance to India. India's position, on the 
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Vietnam War and Indo-US differences over several other 
international issues were disliked by the US policy makers and 
it came in the way of a closer economic relationship between 
two countries. 
Since the United States did little to assist India, either in 
industrial or infrastructural development, India's economic 
policies failed to attract US business investors, and the nature 
of economic interactions between the two countries was 
largely a donor-recipient relationship. Political differences had 
a tremendous influence over economic ties. In the 1971 as 
India decisively won the war against Pakistan leading to the 
birth of Bangladesh, forged closer political and economic ties 
with the former Soviet Union, successfully dealt with its food 
crisis through the Green Revolution and become the sixth 
country in the world to explode a nuclear device, Indo-US 
economic ties did not register any positive growth. A symbolic 
US economic assistance programme for India left the former 
with little leverage over India.^ 
Thus the decade of sixties and seventies experienced 
unprecedented growth in Indo-USSR trade and by the year 
1980-81 Indo-USSR trade was much higher when compared to 
Indo-US trade. However, the decade of eighties experienced 
major changes world over in general and India in particular up 
to early eighties. The then Prime Minster Mrs. Indira Gandhi 
continued to favour the "Nehruvian Model" of planning and 
growth and kept on striving for India's political dominance in 
the world rather than its economic development. After her 
assassination it was Mr. Rajiv Gandhi who first of all attempted 
for the gradual change given larger weightage to private 
initiative. It was the period when the USSR too was forced to 
reconsider its economic policy through "Perestroika" professes 
' Dennis Kux, India and The United States; Estranged Democracies, 1941-1991 (Washington D.C.: National 
Defence University Press, 1992)pp-79 
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by Mr. Mikhail Gorbachev in 1989 USSR passed into 
nothingness. This paved way for assuring a new era of growth 
in Indo-US economic relations. 
Table - 3.2 
Indo-US Bilateral Trade Since 1975-2000 
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Source: DGCI&S, Kolkata. 
Indo-US Bilateral Trade 
It is also confirms from table 3.2 that India's bilateral 
trade with the US recorded a declining share in India's total 
trade with the world, but since early eighties Indo-US trade 
relations started improving steadily though slowly. India's 
bilateral trade with the US was considerably high at the time of 
independence and was just followed by Indo-US trade but the 
decade of sixties and seventies shows that the trade with the 
US could not grow as desired. Due to antipathy towards 
Britishers India made directional changes in its bilateral trade 
but the bulk of this shift forwarded the USSR back at its new 
destination, ignoring USA. Therefore, during sixties and 
seventies the share of US in India's total bilateral trade shows 
a declining trend. 
Table 3.2 shows that the said share which was more 
than 20 percent during sixties squeesed down to 14.16 
percent in the year 1975 which further declined to 11.20 
percent up to 1980. With the weakening of the USSR India 
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started making gradual shift in its foreign and economic 
policies. This had a definite bearing on India's foreign 
trade with the capitalist countries and consequently Indo-
US bilateral trade too started firming up with higher growth 
rate in Indo-US bilateral trade when compared to India's 
total bilateral trade, resulting into increasing share of the 
former into later. 
Table - 3.3 
India's Export to USA 
1970-2000 
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India's Exports to US 
Table 3.3 shows India's export to US, which depicts, 
highly erratic trend up to the year 1981-82. In the year 1971-
72 exports grew by 26.86 percent over the previous year while 
the next year it was only 4.4 percent. Again 1973-74, 1975-76 
and 1977-78 experienced high growth of 25.36 percent 38.66 
and 18.51 percent respectively while the year in between i.e., 
1974-75 and 1976-77 recorded only the growth of 8.38 and 
9.03 percent respectively. The year of oil crisis i.e., 1979 had 
an adverse effect on India's exports to the US recording a 
growth of 6.24 percent during 1979-80 when compared to 
growth of 14.43 percent during the previous year. The 
traditional type of exports to US were adversely affected that it 
even recorded first time negative growth during the period 
under study. 
Since 1983-84 onwards India's export to US started 
experiencing consistent higher growth over its previous years. 
The growth rate on average was higher than 25 percent every 
year with the exception of single digit growth in the year 1990-
91 and 1997-98 infact 1990-91 can be leveled as a year of 
economic crisis in India, which has virtually affected India's 
performance over the fronts including its exports. 
During the last thirty years total growth of India's export 
to US recorded to be over 180 times in absolute terms which is 
definitely the highest when compared to India's exports to any 
country of the world. 
This unprecedented growth was mainly inspired by the 
institution of an economic liberalisation programme in June 
1991 and the disintegration of the Soviet Union in December 
1991, that arose prospects for an enhanced level of economic 
interaction between India and the US. Even before Bill Clinton 
entered the Oval Office as the first Post-Cold War US 
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President in January 1993, a report on India and America after 
the Cold War, co-authored by senior Carnegie Endowment 
Associates, Selig Harrison and Geoffrey Kemp and signed by 
34 members of the study group was released, urging the US 
government to give increased priority to India as the world's 
largest democracy and as " a potential partner" in efforts to 
resolve global disputes. Releasing the report, former US 
Ambassador to India, Robert Goheen said that US policy 
makers should approach India with the understanding that it is 
the strongest military and economic power in South Asia and 
that it's power is likely to grow/ A study by the Asia Society 
Study Mission, South Asia and United States After the Cold 
War, subsequently recommended to the US government that 
economic relations should be the focal point of US 
engagement in South Asia because " Successful economic 
reform and deregulation in South Asia will offer extensive 
commercial opportunities for the United States, especially in 
India." 
Similarly, the low growth of India's exports to US was a 
consequence of India's nuclear explosion leading to US 
relations with economic and other sanctions. 
India's Imports from the US 
Table 3.4 India's shows import from the US in terms 
of volumes almost always experienced a smooth trend with 
only a few exceptions. The decade of seventies 
experienced consistent growth up to the year 1975-76. 
This was the period where India was posed to continue the 
import of food articles to feed its population. The share of 
food articles which was as higher as 64.66 percent of the 
' Berta Gomez," Pannel to give priority to India", Textline: 262566, File Date/ID, Januaiy 13,1993, United States 
Information Services, New Delhi. 
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total imports from the US to India during the year 1975-76 
came down to 55.03 percent in 1976-77 and to only 9.3 
percent in the year 1977-78, bringing down the total 
imports from US substantially. 
Table-3.4 
India's Imports from 
1970-2000 
USA 
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Indo-US Trade Relations Since 1970 
The table further reveals that during the early part of 
decade of eighties the imports were much higher when 
compared to exports resulting into trade deficit. As mentioned 
earlier it was only this decade India started engineering 
deliberate shift in the direction of its foreign trade. These 
efforts started bearing fruits and the growth trends in India's 
imports from the US got comparatively stabilised. In the year 
1984-85 and 1986-87 imports recorded a negative growth of 
7.7 percent and 4.99 percent. India's imports from the US grew 
at a much faster rate since 1988-89 where the source of 
imports from the communist block dried down. Consequently 
the imports from the US grew by 57.1 percent during 1988-89 
and continued to record more than 25 percent growth on 
average up to the year 1995-96. Since then India's imports 
from the US have once again stabilise while recording much 
faster growth on exports front resulting into earning of most 
desired foreign exchange. 
It is important to note that with the changing 
compositional shift in India's import from the US, there was 
almost consistent increasing trend in the desired direction i.e. 
from imports of traditional to non-traditional items with only a 
few small exceptions. In total the imports during the period 
under study records a total growth of about 40 times in terms 
of trade volumes in rupees. 
On the basis of forgoing analysis of India's exports to 
and imports from the US it may clearly be observed that the 
growth of India's exports to US of 180 times is much more 
higher than the growth of India's imports from the US of only 
40 times. 
The figure 3.3 shows that India experienced a consistent 
trade deficit with the US, from the year 1970-71 to 1983-84 
with only two years exceptions i.e., trade surplus of Rs. 41 
crores in 1970-73 and of Rs. 10 crores of the year 1978-79. 
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Since 1986-87 India is recording trade surplus with the US, 
which is inevitably the most desirable thing for India. It seems 
that gradual economic l iberalisation of Indian economy and the 
fading Indo-USSR relations paved the way for healthy Indo-US 
relations. ^ Just in a short span of last two decades India 
managed a trade surplus of Rs. 21251.89 crores during 1999-
2000 that was earlier a trade deficit of Rs. 775 crores during 
the year 1980-81. 
Table - 3.5 
India's Total Exports, India's Exports to US and US Share in India's 
Total Exports 





































Source: DGCI&S, Kolkata. 
Table 3.5 shows that the growth of India's export to US 
was far larger than India's total export to the world. However, it 
need to be noted that India's exports to the US during 1970's 
was lower than India's total exports to the world, while the 
decades of eighties and nineties experienced larger growth 
rate in Indo-US trade and hence, exports to the US 
Dr. Chintamani, M. Research Fellow IDSA: India and the US: Evolving Economic Ties., ; ^ 3 
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consolidated its position from 13.5 percent in 1970 to 15.03 
percent in 1985 and 22.69 percent in year 2000. This confirms 
the increasing market excess for Indian exporters. The 
Government and the US commercial policy have adopted an 
encouraging attitude towards its commercial relations with 
India. 
Table - 3.6 
India's Total Imports, India's Imports from the US and US Share in 
India's Total Imports 





































Source: DGCI&S, Kolkata. 
On the other hand table 3.6 shows a reversal trend in 
India's import from US. Infact India's imports from the US were 
noted to be ever increasing as shown in table 3.6. Since, the 
growth rate of India's total imports from the world was much 
more higher and thus the share of India's imports from the US 
has considerably declined when compared to India's total 
imports from the world. Up to the year 1970 India's share of 
imports from the US in its total imports from the world was as 
high 27.3 percent struggling with the foreign exchange reserve 
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problem, massive expansion on industrial base with the aim of 
import substitution and costlier imports due to decreasing 
rupee value had bearing on India's imports from the US 
resulting into falling share in India's total imports. From 17.3 
percent in 1970 it came down to 9.92 percent in the year 1985 
which further shrink to as low as 7.68 percent by the end of 
20*'' century. 
Consequently despite the rapid growth of India's exports 
to the US, the share of total Indo-US bilateral trade has 
declined from 20.65 percent in 1970 to 14.35 percent in the 
year 2000. This is due to decline of imports from the US and 
hence not alarming. 
Table - 3.7 
Direction of India's Exports Since 1970-2000 
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Direction of India's Trade 
Table 3.7 shows the direction of India's trade to its major 
trading partners. The table shows that the volume of exports to 
US has increased at the fastest pace. Consolidating its share 
in India's total exports to the world from 13.5 percent in 1970-
71 to 22.7 percent in 1999-2000. The share of exports to 
USSR and U.K. has fallen significantly while export to OPEC 
countries has also increased. The genesis of this directional 
change lies with the change of composition of India's 
exportable items. In fact during this period Indian industries 
grew substantially and many of the raw and traditional items of 
exports to the countries like USSR and U.K. has started finding 
market domestically leading to fall in exports to the said 
countries. The trouble and economic slow down of the USSR 
was also the major factor responsible for the fall of its share. 
On the other hand the industrial development led to production 
of finished goods, which are increasingly becoming acceptable 
in the OPEC market. Further we have been able to export more 
of finished goods to US market, fetching bigger prices for the 
same for instance in place of raw cotton India has started 
exporting textile and fabrics. Moreover, the products, which 
are the output of labour intensive industry, are also being 
increasingly exported to the US. 
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Table - 3.8 
Direction of India's Import's Since 1970-2000 











































































Source: India's Foreign Trade, CMIE Mumbai. 
It seems hearting to note that in terms of imports India's 
reliance on the Industralised word has substantially declined. 
This inevitably indicates India's growing industrial base, which 
has substituted many of the products imported earlier. Import 
from the OPEC has recorded highest growth due to India's 
ever increasing requirement of oil import. The imports from US 
which were 27.7 percent of India's total imports from the world 
has consistently declined and has came down to as low as 7.7 
percent. 
A collective look on the exports to and import from US 
reveals that the terms of trade as well as the gains of trade are 
increasingly becoming in favour of India in case of Indo-US 
trade. The directional spread of imports and the reducing 
import dependence on the US shows improving terms of trade 
for India. The terminal decade of the century noted increasing 
surplus of trade for India in her trade with US showing 










































































































































































































































































































































































































































































































































































































Indo-US Trade Relations Since 1970 
COMPOSITION OF INDO-US TRADE 
Indo-US trade had a comfortable standing but was 
largely of marginal nature. The two biggest democracies of the 
world, despite all the complementarities for each other could 
not work out a strategy for expanding their bilateral trade so as 
to enhance the gains of trade for both the nations. 
Infact peeping into the commercial history of India it may 
safely be concluded that the ruling Britishers were never 
serious to let the Indian trade develop with any country in 
general and US in particular so as to maintain their economic 
hegemony over India. They deliberately crushed the Indian 
industry and tried to ensure that India remains a relatively 
primitive society and was only able to export a few raw and 
traditional items and keep on importing finished goods of which 
U.K. was a major supplier. This was the governing principle of 
the exim policy of British India and was reflected in India's 
composition of imports and exports with virtually the whole 
world. 
Composition of India's Exports 
Table 3.9 shows that India's major exports to the US 
mainly contained the following: jute carpet backing cloth, 
cashew kernel, marine products, sugar, cotton piece goods, 
iron and steel, spices, jute bagging for raw cotton, tea, pearls, 
precious and semi-precious stones, leather manufactures, 
coffee. These are the twelve major exported items from India 
to US, in terms of their value and all are of traditional nature 
except iron and steel and sugar. The list shows jute carpet 
bagging cloth followed by cashew kernel and marine products 
to the US in 1970-71. On the other hand sugar and iron and 
steel were lower in terms of exportable value and percent 
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Indo-US Trade Relations Since 1970 
The table shows that there was a consistent decline in 
the value and share of jute carpet bagging cloth, cashew 
kernel and marine products and their percent share in India's 
total export has fallen by about 50 percent each. On the other 
hand share of sugar exports increased. Since 1971-72 another 
product namely leather manufactures found its market in the 
US and has started gaining ground, showing its appearance 
with 1.85 percent in 1971-72 consolidating its position to 2.63 
percent, 3.14 percent and 3.97 percent during the years 1972-
73, 1973-74 and 1974-75 respectively. On the other hand jute 
carpet bagging cloth, cashew kernel and marine products, 
which are all of traditional nature, lost their respective share in 
India's total exports to the US. Thus the table successfully 
reveals that composition of India's exports to the US has 
started shifting from traditional to finished / semi-finished 
goods. 
Table 3.10 shows the similar trend where containing jute 
and carpet backing cloth ceased to be an export item in 1978-
79 while the share of cashew kernel came down to 4.53 
percent of India's total export to US. Pearls precious and semi-
precious stones were increasingly accepted the US market and 
hence its share in India's total exports to US has reached to as 
high as 24.95 percent of India's total exports to US. The table 
further reveals inclusion of a few more intermediaries / semi-
finished/ finished articles namely article of apparel and 
clothing accessories, jute and jute manufactures and 
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Indo-US Trade Relations Since 1970 
Table 3.11 details the first half of eighties showing an un 
presidential acceptability of India's pearls precious and semi-
precious stones in the US market, taking its share to 39 
percent of India's total exports to US during the year 1983-84 
by the ranking by value, articles of apparels and clothing 
accessories, jute and jute manufactures, leather and leather 
manufactures etc. pushed other more traditional items lower in 
the list and hence, the trend of increasing gains of trade in 
favour of India continued. 
Table 3.12 shows that the popularity of Indian pearls 
precious and semi-precious stones continued in US market. 
The literature review further reveals that this was the decade 
when Indian artision also started gaining credibility and linking 
in the US market. Infact Government support to this industry, 
faster development of fashion and designing industry etc. gave 
a boost to the finished jewelry making. Thus in place of 
exporting only pearls, precious and semi precious stones, 
increasing volumes of jewelry were exported. The trend in 
export of articles of apparel and clothing accessories 
experienced fluctuating trend during the decade of eighties, 
which ranged from 13 percent to 19 percent. The export of 
leather and leather manufactures, cotton peace goods and 
chemicals registered increasing volumes of exports and hence 
their respective share in India's total exports to the US also 
increased though this positive change was still very marginal. 
On the other hand traditional items like cashew kernel 
which had about 12 percent share of India's total exports to US 
in 1970-71 continued to decline sharply and came down to as 
low as 0.96 percent in year 1989-90, marine products have 
also lost ground and came down to only 1.75 percent share of 
India's total exports to US while the same was 7 percent 
during the year 1970-71. Chemicals consolidated its position in 
India's total exports to US while iron and steel which was 
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experiencing fluctuating demand from the US market, 
completely lost the ground and disappeared from the list of 
India's exports to US. 
Termination of decade of eighties recorded a number of 
changing permutations of combinations of eco-political 
relations amongst the various countries of the world. 
Disintegration of USSR led to end of Cold War between the two 
political philosophies and super powers mainly the USSR and 
the US. India having close relations with USSR was forced to 
reinvent its diplomatic relations with the changing world. Thus 
the decade of nineties recorded an unprecedented growth of 
India's trade relations with the US in general and in terms of 
exports in particulars. 
The export of pearls, precious and semi precious stones 
give way for the export of fine quality finished gems and 
jewelry. Being it the largest export item covering almost one 
third of India's total export to US, this type of compositional 
shift is highly encouraging. The share of gems and jewelry was 
34.73 percent during the year 1990-91 which gradually came 
down to about 25 percent during 1996-97. The trend was 
reversed since 1997-98 and started looking up and reached to 
34.4 percent once again during 1999-2000. The share of RMG 
(Ready made Garments) cotton and accessories was more or 
less maintained at around 15 percent of India's export to US. 
In addition to this RMG man made fibers, cotton yarn fabrics 
and made up handicrafts and handmade carpets etc. found 
their birth in the list of India's export to US. The decade of 
nineties also noted occasional inclusion of items like 
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In do-us Trade Relations Since 1970 
The later half of the decade of nineties showed in table 
3.14 depicts more or less the same trends as shown in the first 
half. However, a few more new articles popped up in the list of 
export items from India to US. The new items included 
electronic goods, transport equipments, cosmetics and 
toiletries, drugs and pharmaceuticals and fine chemicals. But it 
may further to be noted that some of these items were only 
exported in a particular year while some items were exported 
for three, four years. This raises apprehension in the mind of 
researcher that our exporters got the opportunity to export 
these items but seems to have failed to compete on the front 
of either quality or cost compared to their competitors. 
Composition of India's Imports 
India's imports from the US were consistent and 
substantial during the period under review. Before probing into 
the greater details of compositional analysis of imports from 
the US, it is logical to have an understanding of the Indo-US 
relations. Independent India professed the philosophy of non-
aligned movement. The nation under the leadership of the then 
Prime Minister Pundit Jawaharlal Nehru alienated itself from 
any grouping of capitalist or communist countries. India 
advocated the co-existence of all the nations and systems in 
peace and harmony. India rejected hegemony of either 'power 
block' of the world.^ 
However, the Indian Prime Minister was highly impressed 
with the planned and equitable development of United States 
of Soviet Republic and therefore India's strategic alliance 
technological support mainly followed from USSR. In terms of 
technology and other capital goods import by India was either 
from the USSR or Europe and Japan etc. 
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Indo-US Trade Relations Since 1970 
On the other hand US strategic alliance were mainly 
directed towards Pakistan. India required import of latest 
technology, capital goods and machinery in order to develop 
her industrial base and strengthen economy. India having 
potential, cherishing the dream of becoming world power fits 
nowhere in USA's strategic frames. In addition to this America 
being a distantly located country India's import of heavy 
machinery etc. becomes unavailable. These factors put 
together are reflected, and analysed, in the list of imported 
items. Most of the items are soft in nature, which meet the 
immediate compulsive requirements of India rather than 
meeting long term strategic requirements. 
During the decade of seventies shown in table 3.15, the 
heaviest imported items stands wheat. The import of wheat 
was 37.53 percent of the \.o\a\ import from US in 1970-71, 
which has fallen to 15.47 percent in 1971-72 while in 1972-73 
wheat was not imported at all. Again in the next year the 
import of wheat stood 39.01 percent of total import from US 
and has even further increased to 55.28 percent in 1974-75. it 
is further noted from table 3.16 that the same has increased to 
64.66 percent in 1975-76 and 55 percent in 1976-77. Thus 
during this period the imports from US in such volumes was 
totally consumption oriented and was a contingency 
compulsion for the nation. US supplied the same under PL 480 
soft term loans to meet acute drought and famine conditions in 
India during this period.^ 
Analysing the import items further the list shows a 
constant flow of machinery and fertilisers. The literature review 
reveals that during this period most of the machine imported 
were mainly used as intermediary for the production of further 
machines in the field of agriculture while the fertiliser was an 
obvious attraction for import so as to enhance the land 
productivity and produce at least a minimum volume of food 
grains enough to feed our growing population. India was even 
forced to import animal and vegetable oils, which were not 
imported in 1970-71, but since 1971-72 the import of animal 
and vegetable oil started. 


























































































































































































































































































































































































































































Indo-US Trade Relations Since 1970 
Import of iron and steel disappeared from the list of 
imports while copper and chemicals import were initiated. 
Import of transport equipments, which is seen in 1970-71, 
started since 1972-73 and continues to appear in the list of 
imports. 
Table 3.16 indicates continued domination of wheat 
import on the import list from the US. However, this was the 
period when India made desperate efforts to make a major 
technical breakthrough in agriculture sector and Green 
revolution was the out come. 
The nation ultimately succeeded in producing enough 
food grains to feed our population. Consequently the import of 
wheat from the US was controlled and came down from 55.03 
percent in 1976-77 to 9.3 percent only of India's total imports 
from the US in 1977-78. (t was the year 1978-79 when India 
could shake off the shameful compulsion of importing wheat 
from US to feed her people. Share of machinery and transport 
equipments remains more or less consistent during the decade 
of seventies. 
Table 3.16 also shows sporadic appearance of a few 
import items. This includes import of copper, which was 6.43 
percent during the year 1975-76. In the subsequent year its 
import was discontinued but in 1979-80 again a bulk of copper 
was imported with a value share of 10.36 percent of India's 
total imports from the US. Imports of pulp and waste paper 
also appeared during the year 1977-78 and 1978-79 while 
aluminum also showed up in 1978-79. The value of these two 
items alone was about 20 percent of India's total imports from 
the US. But the imports of both these items discontinued in the 
following year i.e., 1979-80. In the terminal year of the decade 
of seventies the world experienced a major oil crisis which was 
soared the import bills of particularly all the developing world 
since their import composition mainly contained the processed 
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Indo-US Trade Relations Since 1970 
Further, the beginning of eighties also marked increasing 
unrest and trouble in the USSR. These factors influenced 
Indian strategy. India started emphasising more on import of 
items like machinery, that too from the countries other than 
USSR. Therefore table 3.17 clearly shows that the machinery 
import has consolidated its share considerably. In 1980-81 the 
share of machinery import was 15.75 percent in India's total 
imports from the US and has reached to as high as 24.80 
percent during the year 1984-85. 
On the other hand a comfortable growth of small scale 
sector in the field of transport equipments, technology imports 
from the newly industralised nations and their increasing 
indeginisation and domestic production led to decreasing 
imports to India from the world in general and from US in 
particular. A few items like non-ferrous metals and scientific 
instruments and apparatus were also occasionally imported. 
It was unfortunate for India that natural calamity in the 
form of drought and famine clutched India once again and the 
nation was once again forced to import wheat, though the 
requirements this time were lesser when compared to the food 
grain requirements during seventies. Chemicals are another 
item, which found its birth in the list of import from the US in 
1981-82. This was an obvious outcome of India's increasing 
requirements of industrial input. 
Table 3.18 also shows a continuing trend in increased 
machinery import, which were 25.47 percent of India's total 
imports from US in 1985-86 to 33.57 percent and 40.82 
percent in the year 1986-87 and 1987-88 respectively. 
However, in the next two years India's import of machinery 
from the US fell subsequently. This was the period when 
comfortable growth of chemical industry leading to increasing 
import substitution was recorded. This fact is strengthening by 
analysing the trend in the import of chemicals from the US, 
which has a consistent falling trend. In 1985-86 the share of 
chemical imports in India's total imports from US has 10.39 
percent while the same has fallen to 5.07 percent in 1988-89 
and the chemical imports even disappeared from the list of 
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Indo-US Trade Relations Since 1970 
The waste and scrap of iron and steel has been imported 
in increasing volumes in terms of value imports. Though in 
1987-88 the same v/as not imported at all. Scientific instrument 
and apparatuses were initially imported during 1985 to 1987 
but has lost the market since 1988-89. Import of transport 
equipments, animal and vegetable oils was imported only in 
the year 1987-88. India was cursed by the nature in the year 
1987. Acute nation wide famine was experienced which has 
destroyed the summer crop of wheat. This has once again 
compelled India to import wheat from US during 1988-89. It 
may further be noted that two new items namely electrical 
machinery and profsni. Instrument optel goods etc. were added 
to the list of India's imports from the US in 1988-89 and 1989-
90 respectively. 
Table 3.19 showed consistency in the import of 
machinery other than electrical machinery tools. The share of 
machinery import from US in India's total imports from US was 
maintained with marginal fluctuations. In 1990-91 this share 
was 13.35 percent, which was, reported 13.47 percent in the 
year 1994-95, tough marginal fluctuations were reported during 
the year in between. 
It may further be noted from table 3.19 that India started 
importing metlifer ore and metal spare from the US. The trend 
was erratic in the import of metlifer ores and metal spares with 
8.86 percent share in India's imports form the US. This 
declined to 7.25 percent in 1991-92 but again jumped to 8.98 
percent during the year 1992-93. However, the very next year 
i.e. 1993-94 reported a major fall in its imports and the share 
came down to 2.53 percent only, which in the next year 
consolidated itself to 5.53 percent. 
The literature review shows that India consolidated her 
population in terms of availability of food grains. The decade 
of nineties reported ample shortage of food grains. The Indian 
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fertiliser industry also started increasing the supply 
consequently the inflow of manufactured fertilizers from the US 
was affected. Since 1991-92 when it was reported 13.25 
percent of India's total import from the US, the share started 
falling and came down to 8.31 percent in 1992-93, 5.10 
percent in 1993-94 and 3.85 percent during the year 1994-95. 
Share of electrical machinery could not gain the 
desired popularity and roots among the Indian consumers 
and industries and it always experienced a falling growth 
with only a few exceptions. The electrical machinery 
having 6.11 percent share in India's total imports from the 
US in 1990-91 has fallen down as low as 1.22 percent 
during the year 1993-94. Import of organic chemicals has 
also experienced marginally fluctuating trends which was 
reported 5.3 percent in 1990-91 that came down 4.44 
percent in 1991-92, increased marginally to 4.77 percent 
while again reported the marginal declined of 0.3 percent 
during the next year. It was only during 1994-95 when the 
import of organic chemicals was reported higher to 7.07 
percent of India's total import from the US. Its seems that 
gradual but increasing level of liberalisation of Indian 
economy led to inclusion of a few new items into the list of 
imports including profsnl instruments optei goods etc. The 
import of these items was started since 1991-92 and 
imports were maintained largely in absolute terms, on the 
other hand transport equipments, which were appearing on 
the list of imports from the US very marginally continued to 
be imported only marginally up to 1992-93. This is a 
common knowledge that the decade of nineties 
experienced an unprecedented growth in India's 
automobile industry that attracted all the multinationals to 
attempt for making their presence felt. The US was no 
exception and consequently the import of transport 
equipments jumped to 25.6 Percent during the year 1993-
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Indo-US Trade Relations Since 1970 
Project goods were another item appearing on the list of 
India's import from the US. The increasing liberalisation gave it 
the consistent and gradually increasing entry to the Indian 
market, which started during the year 1990-91 with 3.87 
percent share in India's total imports from the US and 
consolidated its position to 10.13 percent during the year 
1993-94. The most important of the new entrance were 
electronic goods from the US. Earlier the electronic goods 
were not being imported and found their entry in Indian market 
as late as 1993-94. The entry itself was strong enough and 
was recorded as 8.18 percent share in India total import from 
the US. In 1993-94, increasing a little to 8.41 percent in 1994-
95. 
Table 3.20 shows that, the import of machinery except 
electronic goods continued to be a favourite amongst Indian 
importers. The table reveals that the share of machines 
continued to increase during the first three years shown in the 
table reaching to 16.36 percent share of India's total imports 
from the US, while during the year 1998-99 and 1999-2000 the 
share has fallen to 12.57 percent and 11.06 percent 
respectively. The table also reveals that the new entrant of 
1993-94 namely electronic goods gained increasing popularity 
in the Indian markets. The share of 8.18 percent in the year of 
entry swelled to 10.98 percent during 1995-96 it further 
increased to 11.76 percent, 12.22 percent, and 13.43 percent 
of the share in India's total imports from the US during 1997-
98, 1988-99 and 1999-2000 respectively. The transport 
equipments which reached to its highest level 13.25 percent 
during 1996-97 has lost ground in the subsequent year due to 
increasing indigensing by the automobile multinationals. The 
import of project goods and organic chemicals etc. maintained 
their share with marginal fluctuations ending at lower level. 
The import of metlifer ore and metal spare has virtually been 
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scraped from the list of imports. On the other hand 
manufactured fertilisers once again started gaining ground and 
from 2.68 percent in 1996-97 reached to as high as 12.98 
percent during the year 1999-2000. It is interesting to note that 
India an exporter of pearls, precious and semi precious stones 
emerged as an exporter of gems and jewelry and started 
importing pearls, precious and semi-precious stones so as to 
articulate finish and re export the same under the head gems 
and jewelry 
Conclusion 
In a nutshell it may be concluded that the world political 
setting overshadowed Indo-US trade relations. Consequently 
the decade of sixties and seventies may be said to have in 
nominal and formal level of Indo-US trade relations. This 
included very restricted access to US market i.e. India 
exporting a very limited number of traditional items. On the 
other hand US supplied non-strategic soft items to meet the 
short-term requirements of India only. With the dismantling of 
the USSR and changing world diplomatic equations brought 
India and US closer. Now India's imports from US include 
import of technology, capital and intermediary goods etc. 
rather than food grains, while Indian exporters have got bigger 
access to the US market. This has resulted into increasing 
terms of trade as well as gains of trade increasingly in favour 
of India. The directional spread of imports and the reducing 
imports dependence on the US shows improving terms of trade 
for India. The terminal decade of the century noted increasing 
surplus of trade for India in her trade with US showing 
increasing gains of trade in favour of India. 
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TU rUV W I tUMI 
C h a p t e r - IV 
THE FLOW OF FOREIGN INVESTMENT FROM 
THE USA TO INDIA 
INTRODUCTION 
Foreign investment has always been considered to be of 
vital importance for the economic growth of the country. 
Historically foreign investment has generated profound impact 
on the world economy, on the social structure of countries and 
even effected the racial composition of different nations. In the 
process of the flow of foreign trade and investment two or 
more economics are opened up far each other, leading to basic 
structural changes in respective economies. 
As per the behooved trend of developing economies the 
lack of sufficient capital, technology and managerial skills 
required to exploit the resources at hand to the full, under the 
demonstration effect the dynamic world tempt the developing 
countries to grow at a fast rate while insufficient capital and 
technology are the persistent features hindering the growth 
and development process. It is against this backdrop that the 
flow of foreign investment can be considered as the 
supplementing element in the process of development. 
Role of Foreign Direct investment 
The issue of topical debate is that what should be the 
role of foreign direct investment (FDI). In other words it is to 
be identified that whether FDI complements trade or substitute 
trade, having in mind both investing and host countries. 
Many of the authors consider FDI as a substitute of 
foreign trade in the investing country. Continually increasing 
outflow of funds of foreign investment projects is like 
substitution of commodity export by the export of projects, 
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which will inevitably lead to the lesser employment 
opportunities at home. This is why, the labour unions object to 
direct foreign investment, which eventually results in the 
export of employment from investing country to host country. 
Their protest originates from the fact that workers are not able 
to move freely between different countries and therefore 
employment opportunities and welfare have to be considered 
within the framework of a national economy. 
Secondly, if a particular nation imposes import tariffs, 
other countries start trying to penetrate their protective 
barriers through FDI rather than promote exports operations in 
the country, since without barriers, the same goods would 
have been exported. For example many of the entrepreneurs of 
America rush to EEC to invest just to get behind its common 
tariff wall even at the cost of the slow down of American 
economy. 
Further, it may also pointed out that many of the 
countries urge other countries to eliminate limitations on the 
inflow of direct investment and simultaneously also hope to 
increase exports, making request to the same country to 
abolish quota restrictions and tariff etc. This means that the 
foreign country would like to increase direct investment as well 
as exports of the some products. These two requests are 
incompatible with each other. This can all together be 
attributed to a lack of an integrated theory of trade and 
investment. 
If we consider the role of FDI in a positive way it may be 
pursued that its primary objective is to continue attempts to 
extend free trade all over the world. Free trade means that, 
each country, on the premise that neither labour force nor 
capital is transferred internationally, promotes international 
division of labour along the line of comparative cost. That is to 
say, the principles of trade tell us how each country can 
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develop in the international economy. Foreign direct 
Investment should then complement the lack of capital or 
management skills of the host country. The cheap production, 
which was not possible previously because of the lack of these 
elements, is then possible. The role of FDI as it promotes the 
structural adjustments, is to establish harmonious trade. 
In order to examine the positive role of foreign direct 
investment, scholars of business administration have been 
justifying and supporting multinational corporation activities 
from the point of view of the growth of an enterprise. The 
deficiencies of their view result from the complete disregard 
for policy implications inferred from international economic 
theories. The theory of international division of labour assures 
that while one country takes advantage of specialised 
production and export of one commodity, it provides the 
opportunity to its counterpart nation to produce and export 
another commodity for its own advantage, whatever difference 
in size, stage of development and level of demand may exist 
between the two economies. Therefore, the theory provides a 
sound basis for the interdependence and prosperity of trading 
countries. Thus, multinational corporation activities should 
also be reconsidered in the theory of international division of 
labour. 
Secondly, foreign direct investment is a prerequisite for 
expanding free trade, that is, to establish in the host country a 
new industry which have potential to produce at low cost. We 
should look at the relationship between the direct foreign 
investment and comparative cost. Foreign direct investment 
that is released from a comparative disadvantageous industry 
in the investing country and find its way into the industry with 
overt or potential comparative advantage in the host country 
will harmoniously promote an upgrading of industrial structure 
on both sides and thus speed up the expansion of trade 
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between the two countries. 
Motivational Factors of Foreign Direct Investment 
Basically there are three factors, which motivate the flow 
of foreign direct investment. These are as follows. 
Natural Resources 
Natural resources oriented investment is obviously trade 
oriented or trade generating investment. The investment 
country desires to increase imports of its comparatively 
disadvantageously produced or domestically unavailable 
products. It has been observed that integrated production and 
marketing are monopolised or oligopolised by big 
multinationals in oil, copper and other resource goods, leaving 
smaller benefits to those countries endowed with natural 
resources. 
Labour 
Labour oriented investment is also trade oriented. As 
wages in the developed investing countries become higher 
year by year because of increase in capital and introduction of 
new products, usually more capital and knowledge intensive, 
rather than traditional goods, are created one after another, it 
becomes profitable and rationale for the advanced countries to 
contract its own traditional, labour intensive industries and 
transfer the location of production to low wage countries where 
cheaper labour cost prevails. Hence, corresponding to a 
dynamic change in comparative advantage, such foreign 
investment assists the reorganisation of the international 
division of labour and promotes the growth of trade between 
labour scarce and labour abundant countries. It should be 
noted that such foreign direct investment might transfer either 
traditional labour intensive industries, which are well 
standardised, or new goods, which utilised cheap labour 
intensively from the advanced to the low wage country. 
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Market 
Market oriented investment can be sub-divided into two 
categories. Direct foreign investment induced by trade barriers 
in the host country is trade oriented but in a different way. In 
this case, heavier tariffs on final products, for example, lead to 
the substitution of exports of final products for the export of 
parts and components, intermediate materials, machinery, 
equipments and technology necessary to the production of 
final goods from the investing country. This type of foreign 
direct investment meets the recipient country's interest in 
promoting import substitution activity, not necessarily intended 
to be competitive in the international market, and therefore 
results in some waste of resources because of the degree of 
protection provided to the final goods production. But if the 
import substitution industry grows successfully toward export 
orientation, then foreign directs investment of this type turns 
out to be labour oriented investment. Therefore, there is no 
essential difference between labour oriented and trade barrier 
induced investment except in so for as one aims at worldwide 
markets and the other in confined to protected domestic 
markets. 
There is another type of market-oriented investment, 
which may be called oligopolistic foreign direct investment. 
This is generally ^ound in American investment in new 
manufacturing product industries in recent decades and is anti 
trade oriented. 
Short Term v/s Long Term Foreign Investment 
International capital movements are conventionally 
divided into short and long term capital movements. 
Short Term Capital Movement 
Short-term capital movements can be distinguished by 
the duration and commitment. Short-term investments can be 
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defined to include all such investments, which have a maturity 
of less than one year. All investments in stocks or equity 
assets having no specific maturity date may also be included 
under this head and will be interpreted as a too to finance 
balance of payment deficits in the current accounts. 
The stimuli to such short-term capital movement are in 
the first place, the difference in the interest rates between 
home and foreign countries or between the domestic financial 
market and foreign financial centers. For instance when the 
S.B.I, purchases a documentary exchange bill accepted by a 
USA importer, it means that the bank has made a short-term 
investment that yields interest at a rate marked at Washington 
stock market. If the interest rate in Washington is higher than 
that in India, this is a profitable transaction for the S.B.I., 
which will attract short-term capital movement from India to the 
USA. 
Exchange rate fluctuation is another factor influencing 
the rate of short-term investment S.B.I, reckons its profits and 
losses in rupee terms which is inevitably affected with the 
exchange rate fluctuation. If the appreciations of dollar is 
expected the discounting of the above said bill at Washington 
will be postponed and if the depreciation is forecasted it will 
be done at the earliest. 
Short-term investments normally flow's from a low to a 
high interest country. A country can achieve the short-term 
investment flows it requires to offset the deficits in other 
accounts by manipulating its interest rate. When a country 
increases its rate of interest, investment flows from abroad 
take place and the investment accounts turns in its favour, 
thereby minimizing the necessity for improving its trade 
balance. At the same time, the interest rate hike reduces 
domestic investments and exerts downward pressures on wage 
rates and employment. This promotes exports and reduces 
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imports. This effect will differ from country to country, 
depending on the conditions of liquidity preference and 
employment. The effects depend on the interest rate policy 
used by the central banks to achieve internal and external 
balances, and on the open market operations used to 
supplement the policy. 
Long Term Capital Movement 
However, the most important factor closely related to the 
economic development is international long-term capital 
movements. Although these capital movements can be further 
divided into direct Investment such as building plants or sales 
based abroad, and indirect investment or it may be called 
portfolios investment (subscribing to foreign stock or bonds). 
International capital movements are different from the 
international movements of capital goods such as machinery 
and raw materials. Capital is an agent to control or to have 
command over commodities and services of factor of 
production. Foreign borrowing does increase a country's 
capacity to import capital goods; it does not necessarily mean 
that the country will import them from leading country or even 
from other countries. The decision as to which commodities 
are to be imported from which country by the borrowed capital 
should be based on the differences in comparative cost of the 
host country in relation to the rest of the worldV 
Long-term international capital movements have three 
effects on the international economy. The first effect of 
international loan is on the diffusion of international business 
activities; this may be termed as the liquidity effect. 
1. Liquidity Effect 
Through international lending, investment in the 
borrowing country increases. This leads to increase in the 
Lloyed A. Metzler: "The Transfer Problem reconsider". Journal of Political Economy 1942, p-17. 
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country's national income by a multiplier^ process and hence, 
its imports. The increase in imports of the borrowing country 
implies increased exports of the lending country as well as 
other countries. With the increase of their exports, national 
incomes of these countries increase, increasing imports and 
exports of the borrowing countries as well. In this way 
international lending stimulates international economic activity. 
In the mean time the increases in imports of the borrowing as 
well as other countries from the lending country make possible 
the real transfer of capital in the form of commodities. 
2. Production Effect 
The second effect of international investments is the 
production effect with the increased capital in borrowing 
country. The increase in capital in the borrowing country 
improves not only production efficiency of the industry 
involved, but also the living standard of the country as a 
whole. This is the basic gain from improved production 
efficiency. 
3. Reserve Liquidity Effect 
The third effect of such investments is the reserve 
liquidity effect on the international repercussions of economic 
activities. This arises in the process of repatriation of interest 
and the principal, it has the opposite effect of the initial 
investment process; debt servicing leads to a capital outflow 
from borrowing countries. Also, if the continued international 
investments are suddenly suspended or the principal is 
suddenly repatriated, the production expansion plan will be 
interrupted, leading to the collapse of internal and external 
equilibrium of the borrowing country. 
Direct and Indirect Investment 
The major forms of 'indirect investment' are new a 
' Fritz Machlup: International Trade and the National Income Multiplier, Philadelphia, 1943, p-19 
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flotation (new issues of national loan and bonds and 
debenture) sale and purchase of existing bonds and stocks 
(portfolio investment), and medium term loans up to five years 
and long term lending by financial intermediaries. Long-term 
indirect investment characterized as a means of profitable 
asset management from standpoint of individual investors. In 
this respect, inter-governmental long term lending (such as 
economic aid) is differently in nature, though it is also a form 
of long-term capital movement. 
In contrast, 'direct investment' is the class of capital 
movement, which aims mainly at the control over management, 
and profits of the enterprise abroad. In other words, it includes 
the ownership of the firms by capital participation while 
management authority by: (a) the acquisition of the stocks of 
the existing foreign firms to participate in the management of 
the firms concerned on take-over of the existing firms 
themselves, (b) the establishment of a new subsidiary abroad 
or participation in a joint venture through stock holdings, and 
(c) the acquisition of real assets for the purpose of business 
activities. 
It should be noted that even if, the form of foreign 
Investment is not a purchase of stocks, but a long term 
lending, it is included in a direct investment if the element of 
management participation accompanies it. On the other hand, 
the acquisition of stocks of a firm is included in portfolio 
(indirect) investment when it is done solely for dividend or 
capital gains, while minority (less than 50 percent) stock 
acquisition is included in direct investment if it is made for the 
purpose of management participation. 
FOREIGN DIRECT INVESTMENT POLICY 
As In the case of domestic industrial investment, foreign 
direct investment has also been traditionally regulated in India 
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during the later half of eighties. In the case of foreign 
technology agreement sought by Indian firms as well as 
foreign investment, it was necessary to obtain specific prior 
approval from the Government for each project. As part of the 
liberalization process which was initiated on July 24,1991, the 
approval procedures have been simplified and streamlined. 
This process of approval is divided into two different channels, 
automatic and non-automatic channel. 
A- Automatic Channel 
Automatic channel consist of new investment in India by 
setting up new projects, and enhancement of foreign equity in 
existing companies for which Reserve Bank of India will give 
automatic approval. 
1- New Investment 
(a) High Priority Industries 
The new industrial policy has prepared a specified list of 
high technology and high investment priority industries (listed 
in Annexure III to the statement on Industrial Policy, 1991) 
(Appendix-1) where in automatic approval will be given by the 
Reserve Bank of India for direct foreign investment up to 51 
per cent foreign equity within 15 days if the foreign equity 
covers the foreign exchange requirements for imported capital 
goods, which must comprise plant and machinery which are 
new and not second hand. Annexure III contains a list of 35 
such high priority industries. These can be groped into the 
following areas: 
(1) Metallurgical industries (2) Boilers and steam generating 
industries (3) Electrical equipments, (4) Telecommunication 
equipments,(5) Transportation, (6) Industrial machinery (7) 
Agricultural machinery, (8) Industrial instruments and (9) 
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Chemicals (other than fertilizers).^ This is the major departure 
from the earlier policies, which required case-by-case approval 
of foreign investment normally limited to 40 per cent equity 
participation. 
(b) Trading (Super Star Trading IHouse, Star Trading House, 
Trading l-louse, And Export House) 
To provide asses to international markets, majority 
foreign equity holding up to 51 per cent equity will be allowed 
by the Reserve Bank of India for trading companies primarily 
engaged in export activities. Such trading companies will be 
treated at par with domestic trading and export house in 
accordance with the export import policy and the company will 
have to register itself with the Ministry of Commerce (Office of 
the Director General of Foreign Trade) as register exporter/ 
importer.^ 
In case of existing companies already registered as an 
Export House, a Trading House, a Star Trading House, the 
Reserve Bank of India will give automatic approval for foreign 
investment up to 51 per cent equity subject to the provision 
that the company passes a special resolution for preferential 
allocation of fresh equity to the foreign investors. Criteria for 
recognition of trading companies as an Export House, Trading 
House. Star Trading House or a Super Star Trading House are 
given at Appendix-2. 
(c) 100% Export Oriented Industries 
In case of 100% Export Oriented Units (EOU) and units 
in Free Trade Zones/ Export Processing Zones, foreign 
participation may go up to 100 per cent of equity. Automatic 
approval for the 100% EOU's will be granted by the Secretariat 
for Industrial Approvals (SIA) subject to the fulfillment of 
' Foreign Investment Policy of the Government of India - Indian Investment Center, New Delhi. 
Manual of Policy and Procedures Governing Industrial Approvals, SIA, Ministry of Industry, New Delhi-
Page-9 
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certain norms (Appendix-3). 
In case of the units set up in Free trade Zones (FTZ), / 
Export Processing Zones (EPZ), automatic approvals will be 
granted by the respective Department Commissioners. ^ 
2- Enhancement of Foreign Equity in Existing Company 
The Reserve Bank of India accords automatic approvals 
to: (a) An existing company engaged in the manufacture of 
items included in Annex III which have foreign holdings less 
than 51 percent may also increase their foreign holding to 51 
per cent as a part of their expansion programme. The increase 
in equity level must result from expansion of the equity base of 
the existing company and the money to be remitted should be 
in foreign exchange. It is not necessary that the company 
should be exclusively engaged in activities in annex. Ill, only 
the proposed expansion must relate exclusively to the high 
priority industries. 
(b) An existing company exclusively engaged in high priority 
industries may increase the foreign equity to 51 per cent even 
without any expansion programme. The increase in equity level 
must result from expansion of the equity base of the existing 
company. The foreign equity must be from remittance of 
foreign exchange.^ 
3- Dividend Balancing 
The payments of dividends, in the case of industries in 
the consumer goods sector is required to be balanced by 
export earnings over a period of seven years from the 
commencement of production or from the date of allotment of 
the shares for raising foreign equity without an expansion 
programme in respect of the companies engaged in the high 
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priority industries in Annex. III. 
The list of consumer goods industries to which the 
condition of "Dividend Balancing" will apply, include 
manufacturing of food, dairy, grain milk and bakery products, 
refining of sugar, production of common salts, tea, coffee, 
beverages, tobacco products etc.. Motor cars. Footwear, 
Entertainment Electronics (TV, VCR, Tape Recorders) etc. The 
condition of Dividend Balancing however, does not apply to 
investment by approved international organizations like the 
International Finance Corporation, The Deutsche Entwicklungs 
Fessellshgtt (DEG), the Commonwealth Development 
Corporation, and The Asian Development Bank etc.^ 
B - Non-Automatic Channel 
All other foreign investment proposals, including 
proposals involving 51 percent foreign equity, which do not 
meet the foregoing criteria, need prior clearance of the 
Government, are come under non-automatic channel. All such 
proposals, except for the units set up in the Free Trade Zones 
(FTZ), Export Promotion Zones (EPZ), are considered for 
approval by the Foreign Investment Promotion Board (FIPB). 
Working of Foreign Investment Promotion Board (FIPB) 
The Foreign Investment Promotion Board (FIPB) is 
located in the Prime Minister's Office. The non-automatic 
channel approval decision is conveyed within 45 days. 
The FIPB is specially empowered to "engage in 
purposive negotiation and also consider proposals in totally, 
free from pre-determined parameters of procedures". 
Application for approval of such foreign investment proposals 
should be submitted in form PC (SIA) to the FIPB, Prime 
Ministers Office or to Secretariat for Industrial Approvals (SIA) 
' B.A. Iqbal: German FDI in India: Performance and Prospects, Published by Indus Publishing Co. 
New Delhi. 
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Department of Industrial Development, Ministry of Industry. 
Foreign equity proposals need not necessarily be 
accompanied by foreign technology agreements. Proposals, 
which do not fulfill the condition of automatic approval and are 
desired to be set up in the FTZ / EPZ's will be referred to the 
Board for granting permission. In such cases applications are 
to be made to the concerned department commissioner.^ 
C- Foreign Investment In Banking 
Foreign Direct Investment is now also permitted up to 20 
per cent and in the case of Non Resident Indians (NRI) up to 
40 per cent in the Banking Service Sector subject to the 2 
guidelines / norms stipulated by Reserve Bank of India.^ 
Miscellaneous Foreign Investment Provisions 
1- Hiring of Foreign Technicians 
No permission is necessary for hiring of foreign 
technicians and hence no application needs to be made to the 
Government for this purpose irrespective of the fact that the 
hiring of foreign technician is under the approved collaboration 
or otherwise full powers have been delegated by the 
Government to the Reserve Bank of India, which in turn has 
empowered authorised dealer for release of foreign exchange 
payments in this regard.^ 
2- Use of Foreign Brand Names 
It has been decided by the Government that the earlier 
restrictions prohibiting the use of any foreign brand name / 
trade mark on goods for sale within the country shall no longer 
be imposed while granting letters of intent and foreign 
investment / foreign technology approvals. In other words, use 
Foreign Investment Policy of the Government of India-Indian Investment Center, New Delhi 
^ Ibid 
Manual of Policy & Procedures Governing Industrial Approval, SIA, Ministry of Industry, New 
Delhi. 
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of foreign brand names / trade ranks on goods for / sale within 
the country is freely allowed. ^ 
3- Opening of Liaison / Branch Office 
Foreign companies engaged in the manufacturing and 
trading activities abroad will be permitted by the Reserve Bank 
of India to open branch offices in India for carrying necessary 
activities like research work, export and import activities, 
buying and selling agencies etc.^ 
4- Licensing 
The industrial licensing policy exempted establishment of 
all new industries from the pre-requisite of getting license 
except those reserved for the public sector or small scale 
sector along with those industries for which licensing is 
compulsory (Appendix-4). However all these exemptions are 
subject to the control and state environmental laws and 
regulations including land use laws. Licenses for the 
establishment of new units or for substantial extension of 
existing units both, are subject to the condition that it should 
not be located with in 25 kilometers from the periphery of the 
standard urban area limit's of a city having a population of 
more than one million according to the 1991 census.^ 
5- Property Acquisition 
Foreign company can acquire immovable property in 
India for carrying on its business provided the payment is 
made in foreign exchange. Later, within 90 days, only the 
information is to be supplied to the Reserve Bank of India, 
Manual of Policy & Procedures Go\eming Industrial Approval, SIA, Ministry of Industry, New 
Delhi 
^ Ibid. 
' Foreign Investment Policy of the Govt, of India, Indian Investment Center, New Delhi 
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Bombay. ^ 
6- Disinvestments 
Reserve Bank of India permits transfer of shares with 
regard to investment proposals from foreign investors on a 
near automatic basis. Applications in this regard in Form ST- I 
along with the necessary documents should be submitted to 
the Controller Reserve Bank of India, Bombay.^ 
7- Repatriation 
Foreign capital invested in India, profit and dividend 
earned in India can be repatriated after payment of taxes due 
on them. However, units operating in a limited list of consumer 
goods industries are subject to Dividend Balancing with 
matching export earnings for a period of seven years.^ 
8- Investment Protection 
The fear of nationalization always hounded foreign 
investors. They always want to be protected against all the 
political and economic odds, by the Government of the host 
countries, while working overseas. In order to assure them 
India has also become 113th member of the Multilateral 
Investment Guarantee Agreement (MEGA). This assures the 
foreign investors that they will be accorded treatment not less 
than that given to the investments of the investors of the host 
country. 
9- Taxation 
In comparison to the domestic companies, income 
earned by foreign countries as dividend, interest, royalty or 
technical fees is taxed at concessional rates. While the rate of 
tax for domestic companies is 40 per cent plus a surcharge of 
' Foreign Investment Policy of the Govt, of India, Indian Investment Center, New Delhi. 
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15 per cent if total income exceeds Rs. 75000/-, in case of 
foreign companies and non-resident assesses the rates are 
given below. 
Dividend Income 25 Per cent 
Interest 25 Per cent 
Royalty and Fees for Technical 30 Per cent 
Services under approved agreement 
Interest payable on moneys borrowed or debt incurred in 
a foreign country by an industrial undertaking in India for 
purchase of plant and machinery or raw-materials is exempted 
from income tax to the extent such interest does not exceed 
the amount of interest calculated at the rate approved by the 
Government. In case of 100% Export Oriented Units (EOU), 
and units in Export Processing Zones (EPZ), there is a tax 
holiday (in relation to income tax) for a period of five 
consecutive years of which the unit may avail itself during any 
block of five years in the first eight years from the 
commencement of production.^ 
10- Exchange Rate Policy 
The trade policy environment has received a major fillip 
when a single market determined exchange rate for the Rupee 
was introduced on the first March 1993. This has been further 
liberalised by making Rupee Convertible on the Current 
Account. This was substantially facilitating foreign transactions 
relating to travel, education and medical expenses.^ 
11- International Quality Standard 
Adoption of international quality standards is essential 
for globalisation of Indian trade. The government is 
encouraging by creating awareness regarding ISO 9000 
' Foreign Direct Investment Policy and Response of Foreign Investors, Yojana Nov. 30* 1993. 
^ Ibid. 
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(Series) and BIS 14000 (Series) sucli manufacturers will be 
eligible for the grant of special Import License.^ 
12- Incentives 
Foreign exchange earners are permitted to retain 25 per 
cent of their earnings in an Account designed in Foreign 
Currency. The foreign exchange retention of 50 per cent is 
allowed for 100% EOU's and units in EPZ's as well as units in 
Electronic Hardware Technology Parks and Soft ware 
Technology Parks.^ 
13- Transfer of Foreign Technology 
Automatic approval will be granted by Reserve Bank of India 
(RBI) subject to the condition that the lump sum payment does 
not exceed Rs.10 million (net of taxes), royalty does not 
exceed 5 per cent (net of taxes) for domestic sales and 8 per 
cent (net of taxes) for export and that the total payment of 
lump sum and royalty does not exceed 8 per cent of the sales 
turn over in a period of ten years from the date of agreement 
or seven years from the commencement of commercial 
production.^ 
In case of Hotel and Tourism related Industry automatic 
approval is granted by the R.B.I, subject to the following 
parameters: 
(a)Technical and Consultancy Services, the lump sum not 
exceeding US$ 200.000, 
(b)Franchising and Marketing / Publicity -Support, up to 
three per cent of the gross room sales; and 
(c)Management Fees, up to ten per cent of the foreign 
exchange earnings, provided the foreign party puts in 25 
per cent of equity. This is also cover payment for 
marketing and publicity support. 
' Foreign Investment Policy of the Govt, of India Pub. By Indian Investment Center New Delhi 
^ Ibid. 
' Badar A. Iqbal: German FDI in India - Performance and Prospects Pub. by Indus Publishing 
House, New Delhi 
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All other proposals including those, which do not meet 
any, or all of the above parameters will require .the approval of 
the government. Extension of foreign technology agreements 
including those which have received automatic approval in the 
first instance also requires the approval of the Government for 
which application should be submitted in form FC (SIA) to the 
SIA, New Delhi. 
Major initiative to attract FDI during the year 2000 
1. In pursuance of government's commitment to further 
facilitate Indian industry to engage unhindered in various 
activities, government has permitted accept for a negative list, 
access to the automatic routes for FDI. The automatic route 
means simply that foreign investors need to informed the RBI 
within 30 days of bringing in their investment, and again, 
within 30 days of issuing any share. The negative list includes 
the following: 
(a). All proposals that are require an industrial license 
because the activity is licensable under the industries 
(Development and Regulation) Act 1951, cases where foreign 
investment is more then 24 percent in the equity capital of 
units manufacturing items reserved for small scale industries, 
and all activities that require an industrial license in terms of 
locational policy notified by the government under the 
industrial policy of 1991. 
(b). All proposals in which the foreign collaborator has a 
previous venture/tie-up in India; 
(c). All proposals relating to acquisition of shares in an 
existing Indian company in favour of a foreign / Non-Resident 
Indian (NRI)/ Overseas Corporate Body (OCE) investors; and 
(d). All proposals falling outside notified sectoral policy / caps 
or under sectors in which FDI is not permitted and/ or 
whenever any investor choose to make an application to the 
184 
The Flow of Foreign Investment from the USA to India 
Foreign Investment Promotion Board (FIPB) and not to avail of 
the automatic route. 
2. Non banking financial companies may hold foreign equity 
up to 100 percent if these are holding companies. However, 
their subsidiaries, which are operating companies, may hold 
only up to 75 percent foreign equity. To facilitate the setting up 
and operation of such subsidiaries, government has further 
allowed holding companies with a minimum capital of US dollar 
50 million to setup 100 percent downstream subsidiaries to 
undertake specific Non Banking Financial activities with 
minimum capital of US dollar 5 million. Such a subsidiary, 
however, would be required to disinvest its equity to the 
minimum extent of 25 percent through a public offering only, 
within a period of 3 years. 
(a). In the process of liberalization of FDI policy, government 
has further announced the following policy changes. 
(b). 100 percent FDI permitted for B-to-B e- commerce. 
(c). Condition of Dividend Balancing on 22 consumer items 
removed fourth with; 
(d). Removal of cap on foreign investment in the power sector; 
and 
(e). 100 percent FDI permitted in oil refining 
3. Automatic route is available to proposals in the information 
technology sector, even when the applicant company has a 
previous joint venture or technology transfer agreement in the 
same field. 
4. Automatic route of FDI up to 100 percent is allowed in all 
manufacturing activities in Special Economic Zones (SEZ's), 
except for the following activities: 
(a). Arms and ammunition, explosives and allied items of 
defense equipments, defense aircrafts and warships. 
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(b). Atomic substances, narcotics and psychotropic substance 
and hazardous chemicals, 
(d). Distillation and Brewing of Alcoholic drinks and 
(e). Cigarettes / Cigars and manufactured tobacco substitute. 
5. FDI up to 100 percent is allowed with some conditions for 
the following activities in Telecom sector. 
(a)ISP's not providing gate ways (both for satellites and 
submarine cables); 
(b)lnfrastructure Providers providing dark fiber (IP category 1); 
(c)Electronic Mail, and 
(d)Voice mail. 
6. Payment for royalty up to 2 percent on exports and 1 
percent on domestic sales is allowed under atomic route on 
use of trademarks and brand name of the foreign collaborator 
without technology transfer. 
7. Payment of royalty up to 8 percent on exports and 5 percent 
on domestic sales by Wholly Owned Subsidiaries to off-shore 
parent companies is allowed under the automatic route without 
any restriction on the duration of royalty payments. 
8. Offshore venture capital fund/companies are allowed to 
invest in domestic venture capital undertakings as well as 
other companies through the automatic route, subject only to 
SEBI regulations and sector specific caps on FDI. 
9. Existing companies with FDI are eligible for automatic route 
to undertake additional activities covered under automatic 
route. 
10. FDI up to 26% is eligible under the automatic route in the 
Insurance Sector, as prescribed in the Insurance Act 1999, 
subject to their obtaining license from Insurance Regulatory 
and Development Authority. 
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NRI Investment 
The general policy and facilities for foreign direct 
investment as available to foreign connpanies are fully 
applicable to NRI's as well. In addition, government have 
extended some concessions especially for NRI's and OCB's 
which include investment in the Real Estate and civil aviation 
sector up to 100 percent and a more liberal limit in banking 
sector. 
Proposals envisaging NRI investment of Rs. 9534.41 
crore (excluding approvals granted under RBI scheme) have 
been approved by the government of India from 1991 to Dec. 
2000. NRI inflow have been of the order of Rs. 8655.72 crore 
(the amount of NRI inflow includes the inflow of special NRI's 
schemes administered by RBI)^ 
AMERICAN FOREIGN DIRECT INVESTMENT MODEL 
The American model of F.D.I proposed by Raymond 
Version and Stephen Hymer.^ They explained how a new 
product is invented and manufactured on a large scale in 
leading American industries. Export of this product grow in so 
far as a "technological gap exist between the US and the 
foreign countries. Because of high demand and in equilibrium 
(demand exceeding supply) in the importing nation, along with 
the govt. Policy of import substitution, the producers in these 
countries start imitating the new technology and fallow suit. 
Then the nations imports slow down and the US multinationals 
try to maintain their share of foreign markets through FDI 
according to Vernon, "The US trade position in manufactured 
goods is based heavily on a comparative advantage in the 
generation of innovations, rather than on the more 
' Annual Report 2000-01 into the New Millennium, Ministry of Commerce & Industry, Dept. of 
IndustriaJ Policy & Promotion, Govt, of India, New Delhi 
^ Raymond Vemon-Intemational Investment International Trade Product Cycle-Quarterly Journal 
of Economics. 1966. p-211 
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conventional nations of relatively cheap capital" and the big 
post war increase in US overseas investment in manufacturing 
subsidiaries has come about mainly in the kind of industry that 
would be expected to have participated in such a process. 
Industries associated with innovation and with oligopoly. It 
explains why so much of investment is found in the chemical 
industries, the machinery industries, the transportation 
industries, and the scientific instrument industries.^ 
Similar views are expressed in the researches of 
Stephen Hymer. Hymer points out three factors determining 
whether an industry will go to invest abroad or not. 
Firstly, there must be some kind of barrier to entry in the 
industry (technological, economics of scale, differentiated 
products) so that local firms cannot compete with producers 
below a level which compensates the multinational corporation 
for the extra cost of operating in a foreign country and 
integrating geographically dispersed operations; Secondly, it 
must be advantageous to produce locally rather than export 
from a single production center (this depends upon tariffs, the 
size of the market, and the threat of local competition); and, 
thirdly, the firm must find it more profitable to exploit the 
foreign advantage through direct investment rather than 
licensing. Hence, a technological lead is not a sufficient 
explanation of foreign investment. One must also explain why 
the technology is not sold like other commodities. The answer 
usually lays in the marketing characteristics of the advantage 
that is the difficulty of extracting full quasi-rent where markets 
are imperfect.^ 
The argument of this study is that, in the light of the 
preceding analysis, the strategy of foreign direct investment by 
US Multinational Corporation is, in the language of 
' Raymond Vernon - The Economic Consequence of US Foreign Direct Investment - (US 
International Economic Policy in an Interdependent World, paper I. Washington, DC, July 1971, 
pp 930-7 
Stephen Hymer - ' United States Investment Abroad' in Drysdale; Direct Foreign Investment in 
Asia and the Pacific, p-41 
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economists, only the solution to the challenge posed by foreign 
competition and the relative decline of the American economy. 
In simplest terms, what the United States has been doing Is 
exporting or trading away its comparative advantage, 
(technology, technical know how and management) and 
potential productivity joins in exchange for future foreign 
earnings. In so far as the United States continues to advance 
in this direction, it is converting itself into type of renter 
economy, that is one, which lives off investment income, that 
Great Britain become in the later part of the nineteenth 
century. Overall, the United States In the second half of the 
twentieth century may be said to be facing many of the same 
problems and choices that Great Britain faced in the later half 
of the nineteenth. 
In the United States today, the idea of living off with 
foreign investment income has become very attractive. In fact, 
in the short run, the balancing of America's international 
accounts through the return on foreign investment has become 
a necessity. The importance of this income should not be 
minimised; it has become a critical factor in America's 
economic welfare and global political position. Without it the 
United States could not finance its foreign military 
commitments, its escalating imports of manufactures, 
petroleum and raw materials, and other expenditures abroad. 
Fortunately, the United States has not become as 
dependent upon foreign investment earnings as did Great 
Britain. There are however, several considerations, which 
support the judgment that it has become over dependent on 
foreign investment. In the early 1970's foreign investment 
accounted for more than 20 percent of annual corporate 
expenditures for plant and equipments. In certain key 
industries such as Chemicals (30 percent) consumer goods (40 
percent), and electrical goods (75 percent) a large fraction of 
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total assets in the early 1970's was located abroad. 
Additionally, in 1973 foreign investment income represented 
over 15 percent of American foreign receipts ($18.5 billion out 
of $ 120.5 billion total foreign receipts). These percentages 
were certain to increase.^ In effect, the United States has 
become highly dependent on the earnings of assets subject to 
foreign control. 
So, it may be concluded that the U.S. economy has a 
dual structure: (A) innovative and oligopolistic industries (New 
industries) (B) Traditional industries which are price 
competitive and stagnant. The genuine product cycles and 
direct foreign investment take place successfully only within 
the innovative and oligopolistic type of industry group. 
However, it may particularly be pointed out that these 
companies while investing abroad loose concentration on 
export strategies and some times over they start importing due 
to relatively low wage structure abroad. Hence, the US foreign 
direct investment model is of 'anti-trade-oriented' and put the 
US economy into the red spot. 
THE FLOW OF FOREIGN DIRECT INVESTMENT FROM THE USA TO INDIA 
A number of eco-political irritants between India and US 
are legacies of the Cold War era, which have now subsided 
considerably after the disintegration of the USSR. It may 
particularly be pointed out that India should not consider the 
world as uni-pollar as exaggerating US power may be counter 
productive. The US will need India in the future global 
management as much as India will need the US with the Indian 
economic liberalisation programme. The dynamics of Indo-US 
economic relations have accelerated and acquired new 
content. In this process while the Indian government has 
us Dept. of Commerce, Bureau of Economic Analysis, Survey of Current Business, (March 
1974), p-37 
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played an active role In the dismantling the regulatory 
structure, the US government's role is more of a promoter, 
since the American investment decisions are taken 
autonomously by the US multinationals. 
Once the US multinationals start taking interest in their 
economic relations with the particular country, they in turn 
start influencing the US state policy towards that country. 
Presently the Indo-US relations seems to be in the first phase 
where the US multinationals have started taking interest in 
India and are getting their projects approved. Even the US 
government has started showing its inclination towards India 
as Clinton administration put India amongst the top ten big 
emerging markets of the world.^ 
It is not inapt to mention that the inflow of FDI from the 
US to India was so insignificant during 1960's and 1970's that 
no serious researches and related data are found by the 
researcher pertaining to these two decades. This chapter 
therefore analyse the FDI flows since 1981. The total period 
analysed has in fact been divided into two parts - a decade 
prior to new economic policy and a decade after the new 
economic policy. 
Flow of FDI Prior to the declaration of New Economic Policy 
The US has remained as top investing country in India up 
to the terminating year of pre-policy era. Table 4.1 shows 
trends in the US direct investment in the last decade of the 
pre-policy era i.e., from the year 1981-1990. From the table 
given above it is indicated that since the beginning of the year 
1981, the trends have been erratic. During the first three year 
there is a consistent decline in the growth rate of inflow of 
foreign direct investment in India. 
' "US keen to remain top investor in India" The Economic Times IS* November 1994 
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Table-4 .1 
Trends in the Total US Collaboration Approvals In India 


































Source: Indian Investment Center, New Delhi 
In the year 1984 the US foreign direct investment in India 
increase substantially but this trend could not be sustained. 
The tragic assassination of Mrs. Indira Gandhi on 31^' October 
1984 leading to a great turmoil in the social economic and 
political order of the nation resulting into the negative growth 
rate for the next two years. 
Despite all out efforts made by the then Prime Minister 
Late Mr. Rajeev Gandhi, the inflow of FDI in India could not be 
increased during the later half of the eighties. 
It may be pointed out from table 4.2 that the flow of FDI 
from the world, too, had almost the same trend as stated 
above and therefore with low fluctuations, the US foreign 
direct investment has almost maintained its share in the total 
i.e., in the year 1981 the share of US, FDI in India was 22.42 
192 
The Flow of Foreign Investment from the USA to India 
percent of the total while in the year 1990 it was 20.34 
percent. This shows an overall declining trend. 
Table 4.2 
Trends in the flow of FDI, in India from the World and from the USA 
















































Source: Indian Investment Center, New Delhi 
Apart from trends in number of collaborations shown in 
table 4.1 and table 4.2, table 4.3 and 4.4 shows the growth of 
the US foreign direct investment in terms of rupees. It may be 
observed that the present growth rate of FDI from the world as 
well as form the USA, to India had erratic trends. In the first 
half of the eighties the growth rate of world FDI to India was 
consistent while the US even registered negative growth rate 
bringing its share in the total from 20.68 percent in 1981 to 
7.92 percent in the year 1984, indicating a declined to a level 
of about one third of the former. 
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Table 4.3 
Total collaboration approvals from the World, from the USA and their 
respective growth patterns between 
1981-1990 




























































Source: Indian Investment Center, New Delhi 
It is observed by the researcher that with the emergence 
of late Rajeev Gandhi on the Indian Political horizon and the 
economic liberalisation programme, initiated under his 
leadership was well received at the USA. Therefore the share 
of the US, FDI was strengthen in the total inflow of FDI in India 
and reached to as high as 40.51 percent in the year 1988. 
However, it will not be inapt to mention that with the initiation 
of the process of disintegration of the USSR the US investors 
started giving more emphasis to the states of former USSR, 
resulting into diversion of foreign investment funds specifically 
towards the said nations. 
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Table 4.4 
Trends in the World and the US Investments in India between 
1981-1990 
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Source: Indian Investment Center, New Delhi 
The table 4.5 shows the trends in Indo-US technical 
collaborations from 1981 to 1990 as compared to the Indo-US 
financial collaboration, Indo -US technical collaborations had 
relatively lesser share in India's total technical collaborations 
with the world. In fact, India being the founder member of Non 
Align Movement (NAM) and having a little inclination towards 
the former USSR, its economic as well as political relation with 
the USA were mostly of moderate nature. So the approvals of 
technical collaborations were also moderate, maintaining its 
share with meager fluctuations, almost at 20 percent of the 
total technical collaborations during the period under review. 
In order to get better understanding of the flows of 
foreign direct investment from the USA to India, trend analysis 
of Indo-US financial collaborations has also been made during 
the period under review. 
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Table 4.5 


















































Source: Indian Investment Center, New Delhi 
First we will take-up trends in financial collaborations 
between India and USA from 1981 to 1990. Table 4.6 gives a 
synoptic view of the Indo- US financial collaborations during 
the said period. From table 4.6 it is evident that Indo-US 
financial collaborations have been able to maintain their share 
in the total financial collaborations. However, it may 
particularly be pointed out that the share dropped considerably 
from 25.17 percent in 1988 to 17.61 percent in the year 1989. 
it may be because of the warming up of Ayodhya issue and the 
emergence of a collation government at the center, the 
political stability of which was of course, doubtful. This has 
inevitably resulted into the considerable fall in the financial 
collaborations from the world as well as from the USA. 
Considering the industry wise number of approved 
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foreign collaborations between India and the world, before 
1990 the maximum number of foreign collaborations were in 
the field of Industrial machinery making a total number of 1129 
during 1956 to 1^89 followed by electrical equipments 
apparatus components etc (958), transport equipments (759), 
Chemical products (703), Basic Chemicals (539), Heavy 
Electrical Equipments (generation and distribution) (513), Iron 
and steel products (497) etc. Apart from these major industries 
many more collaborations were also made in the field of 
Textile Machinery, material handling construction equipments, 
Ceramic and Glassware, Drugs & Pharmaceuticals, Metal 
products. Paper and pulp products, Agriculture machinery. 
Technical consultancy, Fertilizers and others. 
Table-4.6 



























f inanc ia l 























Source: Indian Investment Center, New Delhi 
However, the US collaborations with India up to late 
1970's were less than the UK's collaborations US share in the 
total collaborations of India in the field of Industrial machinery 
were 23.07 percent, in the field of electrical equipments the 
share was 18.13 percent, Transport equipments 11.9 percent 
chemical products 17 percent. Heavy electrical equipments 
20.3 percent. In other industries the average extent of US 
participation was about 15 percent. 
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The Flow of FDI in the New Economic Policy era 
The time span of over four decades of economic planning 
has transformed the Indian economy from a historically 
colonial and under developed nations into an emerging 
economic giant of the world. However, in the later half of 
eighties the economy witnessed socio-political conflicts and 
macro economic imbalances. Since 24'^ July 1991 the 
government has, for the first time, being making a serious and 
comprehensive efforts to stabilize and restructure the 
economy. 
With the liberalization of fiscal, economic and industrial 
policies a number of measures have been initiated by the 
government during the decade under consideration for 
attracting more of foreign capital. Though much more is still to 
be done in this regard, the measures initiated have started 
yielding results, in terms of gradual increase in the number of 
collaborations with the world in general and with the US in 
particular. 
Table-4.7 



























Co l labora t ions 



































Source: Indian Investment Center, New Delhi 
Table 4.7 show that with the investment of new economic 
policy measures started showing greater interest in investing 
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in India. In the year 1992 number of collaborations between 
US and India almost doubled and the US strengthen its share 
in the total number of collaborations. In the year 1992 the 
number of US collaborations approved in India has relatively 
decreased. In this connection it may particularly be stated that, 
this year the US imposed politically motivated sanctions 
against India in the wake of nuclear testing at Pokhran. In 
subsequent years the economic interests and lobbying in US 
overshadowed these sanctions and hence the flow of FDI 
gained momentum once again. 
Table 4.8 
Total Collaborations Approvals form the World, from the USA and 
their Respective Growth Patterns between 1991-2000 












































































Source: Indian Investment Centre, New Delhi 
Further, table 4.8 reveals that there is a continuous 
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increase in tiie FDI approvals from the USA to India in terms of 
rupee. A positive growth of 181.11 percent in the year 1993 
also confirmed above stated fact that despite the fall in the 
number of collaborations approved the US multinationals are 
going for bigger economic stake in India. 
Table - 4.9 
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Source: Indian Investment Center, New Delhi. 
Table 4.9 also indicates that the US interest that was 
declining in the later part of eighties has started picking up. It 
may be foreseen that the increasing strategic importance of 
India in the post cold war era and India's wide industrial base 
will definitely attract more of technical collaborations between 
the US and Indian organizations. 
However these tables also indicate that US foreign direct 
investment approval having equity participation slowed down 
after 1994 and started experiencing reducing leverage in the 
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total world's FDI approvals in India. This trend may be 
attributed to the fact that after the disintegration of USSR the 
strategic innportance that India gained was lost due to high 
degree of red-tapism, failure of Enron project, political 
uncertainty in India. To compound this trend, nuclear explosion 
done by India invited sanctions from the US congress and thus 
the slow of FDI approval from US came down from 24.72 
percent in 1997 to as low as 11.32 percent in the year 2000. 
Table 4.10 




















































Source: Indian Investment Centre, New Delhi. 
Table 4.10 shows that the number of Indo- US financial 
collaborations has a decreasing trend, it is because of the 
same fact that the US multinationals coming to India are 
getting approved bigger projects rather than making large 
numbers. The number is also low because many more US 
multinationals are not sure about the Indian political stability 
and the durability of its economic programme. Some of them 
are also demanding even more open economy and guarantee 
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Table 4.11 shows that the US top the list of Investors in 
India in the word perspective followed by Japan, U.K., 
Germany, Netherlands and other nations. During the post 
policy era the total US foreign investment approvals amount to 
a total of Rs. 503794.71 millions, which is 20.41 percent of the 
total foreign investment in India. This clearly affirms USA's 
keener interest in India. The US multinationals and other 
investors are making queue and many more are waiting for a 
few more relaxation, while a few more want to see the political 
stability of economic liberalisation programme initiated by the 
government of India. Hence, the prospects in near feature are 
brighter and greater participation of the US foreign investors is 
on card. 
Table 4.12 presents the inflow of FDI during the post 
policy period. It further confirms that up to the year 1990-91, 
the US commercial interests were negligible in India with a 
total inflow of Rs. 280 million only against the inflow from UK, 
which was as high as Rs. 480 million. The new economic 
policy adopted in 1990-91 started creating conducive 
atmosphere and started attracting US businessmen most. In 
the year 1991-92 the FDI inflows from the US topped the list 
recording the four times increase. The pace of growth of the 
US FDI actual inflows was so high that in a period of just 
seven years (1991-97), it increased by about 90 percent, 
recording highest inflow of Rs. 25780 million in the year 1997. 
Though in the subsequent years the FDI inflows got negatively 
influenced due to Pokhran-ll nuclear testing. 
Industry wise Break-up Of US FDI in India 
Being Innovative in nature the US multinationals become 
oligopolistic in the international market in a number of 
industries. These multinationals are capable of exporting to 
the world community and keep on prospering. However, with 
the changing world economic order, increasing competition 
with Japan and European community, to penetrate the 
protective barriers of the attractive foreign market to take the 
advantage of low wage structure abroad and to cap it all to 
address its own environmental problems, these industries 
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On the other hand India is making all out efforts to invite 
the foreign capital as well as technology so as to exploit its 
resources and potential of different industries to the full. It is 
against this backdrop that industry wise analysis has been 
made. Some of the important industries having major chunk of 
U.S. investment collaboration approvals are mentioned as 
below. 
1. Electronics and Telecommunication 
The Rs. 105 billion electronics industry in India has 
achieved a remarkable growth rate of 35 per cent in the 1985-
90 periods.'' Considering this profitability along with the 
investment incentives under the new policy for the sufficient 
causes for US investors to launch large number of projects 
approvals in India. In terms of financial commitments too, the 
total US investment in India in the electronic and 
telecommunication industry has registered high growth. 
However, the overall trend in FDI in Electronic and 
Telecommunication from US to India" remained highly erratic. 
Lured by high profitability the US multinationals dared to enter 
Indian market but could not sustain competition from the NIC's 
like South Korea etc. 
Table 4.13 shows that as against an investment of 
Rs.845.10 million in 1992, the investment in 1993 reached to a 
level as high as Rs. 4355.23 million while in subsequent years 
the same has fallen to as low as Rs. 608 million in the year 
2000. 
Some of the major incentives given to this industry 
include 100 percent direct foreign equity in Electronic 
Hardware Technology Parks (EHTP) and Software Technology 
Parks (STP).^ Payment of corporate income tax will be 
' Foreign Investment in India, Chartered Secretary, November, 1994, p-108 
" These Parks are like Export Processing Zones and are Duty free areas. 
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exempted for a block of five years. In the Telecommunication 
industry the company is wishing to enter into the Telecom 
Services may either get a license or may have a equity 
participation subject to a maximum limit of 49 per cent. 
2. Chemical Industry 
From the international standards point of view Indian 
Chemical industry is highly established. However, the 
production is highly skewed and the industry concentrates only 
on the production of a few items. As against this developed 
nations of the world want to shift their production base of their 
chemical industry because of its unfriendly nature to the 
environment. 
So many of the US multinationals are eyeing the Indian 
chemical industry. In the pre-policy era with almost a 
negligible participation, chemical industry experienced huge 
inflow of foreign capital in general and from the US in 
particular, in the post-liberalisation era. In the first year of 
post-policy period the investment approvals in chemical 
industry were thirteen, which almost doubled during the very 
next year i.e. in 1992. The US investments in terms of rupee 
ranks third in the list of inflows in different industries with 
almost no financial commitments in the year 1991, US 
multinationals got their investments approved to a level of Rs. 
1192.09 millions in 1992. It may particularly be highlighted that 
during the 1997 the total of investment approvals was as high 
as Rs. 6364.00 millions assuming greater inflows of US 
investment in this particular industry in near future. But the 
Pokhran event of India invited US sanctions and consequently 
the inflow has fallen in the chemical industry as well. 
3. Industrial machinery 
As per the behooved trend of expanding and developing 
Indian economy the growth of industrial machinery industry is 
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inevitable. Rapid industrialisation will lead to increasing 
requirement of high quality industrial machinery either to be 
imported or produced domestically. It seems that the US 
multinationals have visualised this trend and have started 
collaborating in the area of industrial machinery and tools etc. 
In the earlier post-liberalisation era i.e. 1991 the number of the 
US investment approvals was seven and reached to sixteen 
and thirteen in the year 1992 and 1993 respectively. While 
table 4.13 shows that with no US financial commitments in this 
sector in the year 1991 they have got an investment approved 
to a value of Rs. 145.34 millions which swelled over six times 
in the year 1993 but has fallen once again to as low as Rs. 
42.55 million. In fact most of the US multinationals do not 
transfer the latest technology for the industrial goods and are 
also reluctant in its indeginisation so as to maintain their 
oligopolistic position. This has led to high cost of imported 
components and hence uncompetitive, keeping its share low. 
The trend inevitably shows the growing interest of the US 
multinationals in this sector of India, but to be successful, they 
have to be more strategic and cost effective in the Indian 
market. 
4. Food Processing 
While going through literature it may particularly be 
emphasised that the number of US foreign investment 
collaboration approvals in the food processing industry has 
been increasing at a fast rate from a total number of three in 
1991 it reached to 15 in 1993. The investment registered a 
growth of about 16 times during the period under study. 
All food processing industries other than milk foods and 
flour and a few items reserved for the small scale sector are 
included in the list of high priority industries eligible for 
automatic approval for 51 per cent foreign equity participation. 
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All items of packaging for food processing industries, 
excluding those reserved for small-scale industries, are also 
eligible for this facility. The Government has specified policy 
for encouraging deep-sea fishing. A number of food processing 
items and alcohol are identified as thrust areas for exports. 
In the post-liberalisation era investment by highly 
competitive US industries in food processing sector may prove 
to be a profitable proposition for them. The special attractions 
of this industry include a huge latent market, availability of raw 
materials, and potentials of exporting processed food articles 
to the world and the high priority accorded to this industry by 
the industrial policy 1991. 
5. Power 
As per the behooved trend of expanding industrial 
economy of India, energy demand is projected to grow from 
308 billion units (KWD) in 1992-93 to 416 billion units (KWD) 
in 1996-97. The new investment policy for the power sector is 
poised to ensure the supply to meet this huge demand. Under 
the shadow of policy incentives there is a flood of huge 
collaborations in the power sector. The US collaborations in 
this sector are highest in the world context. The growth was 
highly consistent in this sector, which has risen from Rs. 
2158.63 million in 1995 to Rs. 5007.26 million in 1997. 
However, due to sanctions on India a relatively bitter 
experience in case of 'Dobhal' power project the FDI in power 
sector got adversely affected. 
The major policy incentives in this sector are in the form 
of a secure return on investment. A five-year tax holiday for 
profit of new industrial undertakings in this sector is available 
while import of power projects is allowed at 20 per cent duty 
rates. 
Licencing too is eligible for a significant incentive, which 
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comes in the form of an assured Post-tax return on investment, 
which is five percent above the prevailing R.B.I, rates. The 
licences granted for 30 years in the first instance, with 
subsequent renewals of 20 years. Further, return on foreign 
equity has also been allowed in foreign exchange subject to 
the limit of 16 percent of the foreign equity. To further augment 
FDI in power sector, long-term assurance for continuation of 
these policies is one of prerequisites and need to addressed. 
6.Financial 
With the gradual shifting to the Indian economy, 
including the financial sector to open economic regime since 
1991, the prospects of the units of financial sector have 
brightened. Visualising the emerging opportunities the US 
investors started taking keener interest in the financial sector. 
With only one approval in 1991 the number of US investment 
approvals in the financial sector reached to 24 by the end of 
1997. Table 4.13 also shows US FDI in the area of finance has 
practically always topped the list of FDI in various industries 
except in the initial two years of the period under study. The 
investment has jumped in 1993 to Rs. 4374.66 million and 
reached to as high as Rs. 13067 million in 1997. The fall in 
1998 was obvious but considering the importance and potential 
of this sector, it continued to be a top priority for US investors. 
The process of liberalising the Indian financial sector has 
already been initiated. The role of private sector has been 
encouraged and even the foreign institutional investors have 
been allowed to come in. The accounting practices of the 
financial sector units (particularly that of banks) have 
prudentially been improved to a level of international 
standards. Consequently a number of foreign giants of the 
world in the financial sector in general and that of the US in 
particular are eyeing the Indian market, while a few of them 
have already signed the collaborations as mentioned earlier. 
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7. Trading Industry 
In the pre-policy era, it may be observed that there was a 
total absence of US foreign investment In the trading sector in 
India except its participation in a few companies with a meager 
equity share. However, in the post liberalisation era, the US 
multinationals have started increasing their investment. As 
against a meager investment of Rs.1.03 million in 1992, Rs. 
1405.19 million were the investment approvals in the year 
2000. 
The new statement on Industrial Policy 1991 allows 
majority of foreign equity holdings with up to 51 per cent equity 
mainly engaged in export activity. Though performance will be 
given to the proposals concentrating on export activity yet the 
trading houses shall be treated at par with the domestic 
trading companies in the domestic market. 
It is expected by the researcher that with the gradual 
strengthening of the infrastructural activities, the investment in 
trading sector shall improve. The US investors having their 
vertical style of trading activities will have a definite edge on 
their counterparts and it is likely that their success would 
attract much more investment in this sector. 
8.Metallurgical 
Table 4.13 shows that there has been an increase in the 
US investment approvals in the year 1993 as compare to the 
year 1992. The growth of investment is over thirteen times 
during this period. The investment kept on increasing up to 
1997. Considering the profitability despite the fall of FDI in 
1998, its flow started increasing once again in the subsequent 
years. It may particularly be pointed out that because of 
increasing environmental awareness, the developed nations 
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particularly the US want to shift their production base of 
metallurgical industry despite the fact of its higher profitability. 
India possesses a good resource base in Iron and Steel, 
Aluminum and other Ferrous and non-Ferrous metals. The 
prospects of metallurgical industry to record a very good 
growth rate are bright. Hence it is likely that under the new 
liberalised policy agreements, 51 percent foreign equity and 
being the industry in the priority list of the nation, more of the 
US investors will be attracted. 
9. Drug and Pharmaceuticals 
This industry is also included in the list of high priority 
industries and it has been decided that foreign investment up 
to 51 per cent and foreign technology agreements in the case 
of all bulk Drugs, their intermediaries and formulators thereof 
will be granted automatic approvals subject to the provision of 
R.B.I. It is unfortunate but hard truth that the health standards 
in India are still very low and hence it is likely that Drug and 
Pharmaceutical industry will find a big and fast expanding 
market attracting more US foreign investors. 
This is one sector, which shows consistently increasing 
flow of FDI, not even influenced by US sanctions against India. 
The FDI, which was Rs. 10.61 million in 1991 reached to Rs. 
56.43 million in 1995, Rs.122.12 million in 1997, and Rs. 
184.95 million in 1998 and Rs. 189.13 million in the year 2000. 
Such consistently increasing FDI inflows have in fact created 
apprehensions in the domestic industry. However, the recent 
WTO round at Doha is likely to settle most of such 
apprehensions in near future. 
From table 4.13 it may be observed that the strong Drug 
and Pharmaceutical industry of the US is slowly but steadily 
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entering the Indian marl<et. 
10. Hotels, Restaurant and Tourism Related Industries 
The number of US foreign collaboration approvals in 
India in this industry is very limited. However the flow is larger 
in terms of investment. This is encouraged as Hotels and 
Tourism related industry is included in the list of higher priority 
industries mentioned in Annex III to the statement on industrial 
policy 1991 (Appendix 1). Consequently, the various incentives 
are given to the foreign investors. The liberalised provisions 
and simplification of procedures governing foreign investments 
are also forwarded in this sector. In this regard it has been 
specified that Hotels include Restaurants, Beach Resorts and 
other Tourist complexes providing accommodation and /or 
catering and food facilities to the tourists. 
It is further clarified that "Tourism related industry" 
includes among others, are the following: 
(a) Travel agencies, tour operating agencies and tourists 
transport agencies. 
(b) Units providing facilities for cultural, adventure and wild life 
experience to tourists. 
(c) Surface, Air and water transport facilities to Tourists, 
(d) Leisure, entertainment, amusement, sports and health units 
for Tourists, and 
(e) Convention/ seminar units and organisations. 
In the times to come it is expected that the flow of FDI in 
this particular industry has got great potentials. The growth in 
FDI approvals in this sector is slow. The understanding of 
Indian culture and Indian expectations is one of the 
prerequisites for entering into this industry. Therefore the 
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growth rate of FDI is low but it may particularly be noted that 
there is consistency of trend, which reflects restored interest 
of US investors in this sector. The ample historical places like 
Taj Mahal, different climatic conditions within India and wide 
spread natural beauty are some of the important factors 
assuring a faster flow of FDI in this industry. 
It will not be inapt to mention here that presently lack of 
infrastructural facility and terrorism are amongst the major 
hindrances in the growth and development of this industry and 
require particular attention. From the above study it is clearly 
evident that the US investment in the aforesaid industries has 
the increasing trend and is not only fruitful to India but would 
be beneficial for the US multinationals too. Under the shadow 
of the new economic policy and with increasing mutual benefits 
it is likely that the investment relations between the two 
nations will flourish at a growing pace. 
Foreign Institutional Investments (Fll's) inflows into India 
Foreign institutional investors have been permitted to 
invest in Indian securities markets since September 1992 
enabling them to buy and sell securities, purchase Global 
Depository Receipts, Foreign currency convertible bonds and 
foreign currency bonds by Indian issuers which are listed, 
traded and settled overseas and are mainly denominated in US 
Dollars and to open foreign currency and rupee bank accounts 
and to remit and repatriate funds, and also setup joint ventures 
with Indian partners. The foreign investors, whether registered 
as Foreign Institutional Investors or not, may also invest in 
Indian securities outside the Foreign Institutional Investors 
route on a case by case approval basis by the FIPB and the 
RBI. 
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Trends in Foreign Institutional Investment 
Details of investment made by the Fll's registered witii 
SEBI, and reported till July 20*'' 2000 is as follows. 
Table-4.14 









































































Source: Ministry of External Affairs (IPP Division) 
From the above, it can be seen that net Fll investments 
have been following a varying trend depending on short-term 
expectations. For the first time, however, the net investment 
turned negative in 1998 when there was a net outflow of Fll 
investment to the tune of US$ 338.2 million, thanks largely to 
the negative investor's sentiment towards Asia on a whole 
following the East Asian economic crisis, a slow-down in our 
own economy and some downgrade in our country rating by 
international rating agencies. 1999 have shown positive net 
inflows in Fll investment, despite the political developments. 
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Analysts are attributing this to a better understanding of the 
country by Fll's who have learnt to make political uncertainly 
interest in their stride. Also developments such as the 
adoption of the Union budget and introduction of compulsory 
demit trading for institutions are being attributed as possible 
reasons for their renewed. 
"Breakdown of portfolio investment by country is not 
available, but one can safely assume that the major portion of 
the inflows is from the US. Out of the 527 Fll's registered with 
SEBI, around 250 are from US, and many them are well known 
investment institutions".^ 
Conclusion 
Thus it may be seen that the interest of US 
multinationals to play their role in the growing Indian economy 
is no secret. The total number of approvals shows almost ever-
increasing trend with the exceptional fall during the year 1998. 
This fall was inevitable outcome of the US economic sanctions 
in India in the post Pokhran II phase. Sustainability of Indian 
economy against the hostile world has once again proved the 
depth and spread of Indian economic fundamentals providing 
the nation a sound base. This has further revitalized the 
interest of foreign investors in India. This confirms the 
potential of increasing FDI into India from the world in general 
and from the US in particular. 
Table shows that the composition of US FDI in India is 
somewhat tactical. Despite all the sanctions there is an 
increasing FDI approvals in consumer oriented industries 
namely food processing, drugs and pharmaceuticals and hotel 
restaurant industry etc. while FDI in industries like electronic. 
' Indo-US Economic Relations, Embassy of India: Website: www.indianembassy/trade.htm, of 
Department of Commerce USA, latest accessed on 08.01.2001 
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chemical, industrial machinery and power eic, the FDI's are 
influenced with the political decisions of the US and on the 
other hand want to maintained their oligopolistic competitive 
edge leading to low indigenisation rate and high cost. Still it 
seems that the Indian attractions like huge market increasing 
incomes level, increasing consumerism and fast economic 
growth will be sufficient to continue attracting investors from 
the world in general and from the US in particular in near 
future. 
219 
4.:: h-i A\f'' 
AHtttiiw in iM w mu 
C h a p t e r - V 
US ECONOMIC AND FINANCIAL A S S I S T A N C E 
AND AID TO INDIA 
INTRODUCTION 
The US has given economic and military aid to a large 
number of developing countries in order to fulfill its foreign 
policy requirements rather than for humanitarian reasons. The 
US has formulated its economic aid programme to suit its 
political and strategic interests. After the Second World War, it 
embarked on its aid programme by extending economic aid to 
Greece and Turkey to keep them out of communist Influence. 
To check soviet influence in the v\/estern hemisphere it came 
out with the Marshal Plan, \Nh\ch was intended to help 
European nations in carrying out their economic reconstruction 
programme. US gave massive aid to nationalist China to fight 
communist forces. It extended military and economic aid to 
those countries, which were faced with the communist threat. 
This policy continued till 1970's when new concepts begin to 
govern US aid policy. The US wanted all recipient countries to 
support it in its international disputes and to act according to 
its wishes. Another objective was to control the economies of 
the Third World. Though aware of the motivations behind US 
economic aid, developing countries like India choose to avail 
themselves of the aid, each for its own reason. 
Till 1947, US aid to India was negligible. This was 
because America's main interest than was confined to China. 
In 1949, when China came under the control of the communist, 
the US started taking an active interest in Pakistan and India. 
Although India's policy of non-alignment was continuously 
under fire in the US, the US administration extended economic 
aid to India. India received a good deal more from the US than 
from any other country of the world. US started giving 
substantial aid to India in the year 1950.^ 
' Chandareseker. S - American Aid and India's Economic De\'elopment (New Yort:) 1965 p-152 
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US Assistance to India since Independence 
The aid, which US have given to India since 1951, was 
more in the US interest than ours. For instance under PL 480, 
they loaned Rs. 90.3 crores for the purpose of 192 million tons 
of low quality red wheat which could otherwise had been 
wasted. Under the mutual security act they gave us modest, 
economic and technical assistance. Such types of aid though 
modest, still helped India to utilise her own resources for other 
strategic usage. During the period 1951-56, we received grants 
and loans Rs. 113.2 crores, Rs. 26.1 crores for goods and Rs. 
5.6 crores from the Ford foundation. The US investment in 
India continued to be negligible. By 1956 indeed, Indo-US aid 
or trade or investments were not at all crucial for either 
country's economy. It was only after 1955 when USSR initiated 
in a big way its economic assistance to India, that the US 
becomes a little more active. There was a slight improvement 
after second visit of the then Indian Prime Minister Mr. 
Jawaharlal Nehru to the US late in1956. As a result of which it 
registered a shift in US economic policy vis-a-vis India 
increased wheat shipments, grants for power projects, railway 
and transport equipments, manufacturing industries and the 
procurement of steel and other essential goods. While from 
1951 to 1956, the US aid, loans and grants amounted to Rs. 
246.5 crores from 1956 to 1960 it reached Rs.1431.8 crores. In 
August 1958, an Aid India Consortium of the US, the UK, West 
Germany, Canada and Japan and the World Bank was set up; 
by 1962, France, Australia, Belgium, Italy and Netherlands had 
also joined it.^ 
In 1960, the US aid to India reached its highest level at 
which it continued till 1965. The US also aided the fund for 
settlement of the Indus Water dispute with Pakistan. In fact by 
' Coppock, J. D: International Economic Instability: The Experience After Worid War D (New York; McGrawhill) 
1962p-101 
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1964-65, one fifth of the US wheat crop was being shipped to 
India. By March 1967, under PL 480 and PL 665, the US had 
authorised India to import agricultural commodities worth Rs. 
392.6 crores of which we had utilized grains worth Rs.322.2 
crores. The P.L. 480 sales were put in a separate fund, the 
proceeds of which were used to enslave some Indian 
Universities, Colleges and Research Institutes and to bring out 
cheap Indian editions of US books designed to create a 
sizeable US lobby in this country. By the end of the Third Plan 
(1966), the US share in the grand total of foreign assistance 
received by India (Rs. 2493.7 crores) was Rs.1268.9 crores, 
as against Rs.423.1 crores from IBRD and IDA, Rs.308.6 
crores from West Germany, Rs. 254.4 crores from the UK, Rs. 
1138.2 crores from Japan, Rs. 117.3 crores from Canada and 
Rs.104.3 crores from the USSR."" 
The US refusal to support Bokaro project was a surer 
indication of the real motives of the US aid policy. As expected 
Moscow took it up. Even the 1963 agreement for cooperation 
in the development of atomic power plants, the first of which 
was to be constructed at Tarapore near Bombay ran in 
difficulties after Pokhran explosives in 1974. 
In Dec. 1962, they gave India emergency military aid, 
worth US$ 120 million, 50 percent of which came from the US 
for equipping six Indian mountain divisions. The US also 
furnished transport aircraft and the Commonwealth, undertook 
to strengthen India's air combat capability. In 1963, despite 
Pakistan's objection to the US aid, it signed an agreement with 
India in 1964, for building and modernizing ordinance 
factories. But all this was ad-hoc. The US helped Pakistan 
when Pakistan attacked India in Sept. 1965. 
Chandareseker. S - American Aid and India's Economic Development (New Yoric) 1965 p-182 
222 
us Economic and Financial Assistance and Aid to India 
During 1966 Mrs. Indira Gandhi visited the US where she 
was persuaded to devalue the Indian rupee to the tune of 57 
percent. It led to an economic and political disaster. In April 
1971, the US gave assistance worth Rs.112.5 crores for food 
and other imports, arms were being supplied to Pakistan in 
massive quantities in May-June, while the US was doing 
everything to ensure mass exodus of East Pakistanis into 
India, they gave Rs.52.5 crores to India to meet the 
expenditure on the refugees. In July they raised non-project 
aid to US$190 millions for 1971 and an additional refugee 
relief of Rs. 7.5 crores.^ 
While arms were regularly being pumped into Pakistan 
the US suspended arms shipment to India on 1®' December 
1971. On 6"" December 1971 US had also stopped all 
economic aid to India as a gesture of goodwill to Pakistan and 
China. The aid to Pakistan however continued as usual. Thus, 
India on 29"^ December. 1971 declared to stop all imports of 
food grains from the US. India also stopped PL 480 imports 
altogether in the 1972. On 20'*" June 1972 India terminated the 
arrangement by which US made transfers from the 
accumulation of PL 480 rupee funds in India to finance aid 
programmes in third countries. The US release of US$ 87.6 
million development loan to India suspended since December, 
1971 was mere eyewash. 
On 3^ *^  May 1973 Nixon in his annual state of world 
message assisted India as a "Major Power". The US Senate 
resolution of 1^' Nov. 1973 preventing the settlement of Indian 
debt of US$ 300 million arising out of the wheat sales under 
PL 480 for less than the amount did not help. During 1974 both 
countries signed an agreement disposing off US held PL 480 
funds under which a sun of Rs.1664 crores was transferred to 
India as grants. In October 1974 the aid to India was cut from 
Qiandareseker. S - American Aid and India's Economic Development (New York) 1965 p-183 
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US$ 75 million to US$ 50 million to prevent it from arming 
itself against the US ally-Pakistan. 
An Indo-US Joint Commission was set up on 27'" Oct. 
1974 to discuss bilateral economic, cultural and scientific 
cooperation. In Jan. 1975, the two countries also set up Joint 
Business Council. In 1974, the trade between them amounted 
to US$ 1000 million with US$ 250 million surplus for the US. 
In 1975, India once again had to purchase 7,00,000 tons of 
wheat from the US.^ 
The first session of the Indo-US Joint Commission 
scheduled for March 13-14 was called off. This postponed 
meeting was held on 7'*^  October1975 and some minor 
agreements in the field of trade and investment, science and 
technology, education and culture were signed. 
In May 1976, we got 400,000 tons of wheat and 100,000 
tons of rice from them on concessional terms. On 15*'' June, 
they approved a US$1.6 million aid bill for India to honor the 
Indian Prime Minister Mr. Morarji Desai, the first since 1971 
Indo-Pak war. In April 1978, the US refused to supply enriched 
uranium for Tarapur. In July the two countries liberalized trade 
by duty reduction on some products after Mr. Desai's visit to 
the US in June. In Oct., the US resumed development 
assistance to India with a commitment of US$ 60 million 
covered by three separate agreements signed in New Delhi in 
August 1978.^ 
In 1979, India expressed its distress and concern at the 
dispatch of the US carrier-led naval task force to the Indian 
Ocean and the Gulf area. While the US was arming Pak to 
teeth, they were offering India Agricultural and Scientific 
cooperation to collect during the Monsoon Experiment (Monex-
79 -Agreement) and petty development assistance as on June 
Katz, S ; Economic Assistance and Indian Economic Growth (Asia Bombay) p-17 
^Ibidpp-17-18 
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30, 1979 (Rs. 55 crores), and a loan of US$ 22 million for the 
purchase of fertilizers. 
In Jan. 1980, Mrs. Indira Gandhi again came to power 
and in May, a sum of Rs. 35.20 crores as a development 
assistance was given to India. On June 19, Carter by an 
executive order approved the pending shipments of 38 tons of 
lightly enriched uranium for Tarapore (Subject to 
Congressional approval which came on Sept. 24). ^ On 30th of 
the same month, development assistance of Rs. 28 crores was 
announced. But they ordered a new assault force of 1800 
Marines and 5 amphibious warships in the Indian Ocean In 
June. On 4*^ November, Mr. Reagan was elected as President, 
whose disastrous policies were to damage the Indo-US 
relations seriously and even would the Indian psyche. On Dec. 
15, the two countries signed four agreements providing for 
US$100 million as loan and grant. On 12'" January 1981, the 
US Export -Import Bank announced a loan of US$ 23.75 million 
for purchase of US oil industry equipment and technology. In 
March 1981, US reduced its development assistance to India 
by US$ 85 million. For the year 1981, the US development 
assistance fell down to Rs. 4 crores. In Nov. however, India 
received a record loan of US$ 5 billion from the IMF despite 
Mr. Reagan's strong objection. ^  
The Indo-US trade grew as usual to reach a level of 
US$3 billion in 1981. On Aug. 31, the US gave us development 
assistance of Rs. 78.2 crores for 3 projects. The two leaders 
also agreed to have meaningful cooperation in the area of 
Science and Technology. A textile agreement between India 
and the USA was signed in Dec. 1982. In March 83, the US 
agreed to advance Rs. 3.90 crores for integrated rural health 
and population project. In August 1983 a sum of Rs. 60.9 
MahenderSingh: Indo-US Relations (Sidhu .Ram Publishere, Delhi) 1982 p-I31 
n)idpp-132 
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crores was loaned to India to cover some irrigation projects 
and a project agreement on population control. 
Indo-US Relations at there, Lowest Ebb 
During June 1^' to October 3 1 " , 1984 the Indo-US 
relations started sliding down to their lowest level. The 
reasons were: 
(a)The US patronage to Sikh terrorists in the Punjab and 
their support to Khalistan protagonists. 
(b)The continued supply of more and more weapons and 
strategic support to Pakistan. 
(c)Wide speculation in India and abroad that the brutal 
murder of Mrs. Indira Gandhi by Sikh terrorists was 
sponsored by US.^ 
Table 5.1 
Foreign Aid Utilised for India's Development 













































Source: Govt, of India, External Assistance, 1972 
' The Times of India 5* Nov, 1984 
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PL 480 played a vital role in providing food requirement 
to feed India's population, on concessional terms. India was 
benefited by the concessional assistance to reduce her needed 
food imports and to save foreign exchange for her social, 
economy and industrial development. 80 percent of the 
resources employed in India's economic development came 
from India herself. Foreign aids accounted for the remainder 
20 percent; the US provided 56.5 percent of all foreign 
assistance utilised by India. 
US Economic Assistance to India through Agencies 
The US financial and economic assistance to India 
commenced in 1951 with the loan of US$ 189.7 million (Rs. 
142.28 crores) to purchase two million tons of wheat. Since 
1951, the US extended in many other fields of India's 
development programme. Up to April 1971, US Aid to India 
totaled US$ 9896.3 million (Rs.7422.23 crores), which 
consisted of both grant and loans. ^ 
The US Government extended Aid to India through 3 
agencies. 
1. United States Agency for International Development 
(USAID) 
2. The U. S. Export -Import Bank (EXIM). 
3. The Public Loan-480. (Fund for peace) Programme. 
United States Agency For international Development (USAID) 
The principal vehicle for Indo-US economic assistance is 
the US Agency for International Development (USAID) which 
provide funds, commodities and technical assistance to a wide 
range of Indian Govt, development schemes. The impact of 
this assistance has been felt in virtually every phase of 
development across the nation. 
' Gupta, R.C: US Policy towards India and Pakistan (B.R Publishing Coip. Delhi) 1977 
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An overriding objective of tlie USAID programme has 
always been to relate the programme to India's development 
priorities, as enunciated in the Five Year Plans. In earlier 
years, USAID's India programme emphasized capital 
investment for fertiliser production, agricultural credit, rural 
electrification and malaria control, as well as smaller 
collaborative programmes in agricultural research and 
alternative energy. 
USAID also provided resources to the National Bank for 
Agriculture and Rural Development (formally known as the 
Agricultural Refinance and Development Corporation) for its 
programme of loan refinancing for irrigation activities including 
dug wells, tube wells, pump sets, lift irrigation and land 
development. Through this programme, small farmers and 
landless laborers had wider access to credit, and greater 
opportunity for increasing agricultural production and 
proceeds. 
In the 1980's USAID's emphasis has been on institutional 
development, technology transfer and private sector 
involvement in development. The projects range from irrigation 
to nutrition, from forestry to technology. The US$ 10 million 
Programme for the Advancement of Commercial Technology 
(PACT) offers Indian and American companies co-financing for 
pre production research and development costs of innovative 
products and processes, and, if necessary, can assist in 
locating an appropriate R&D partner. 
Recent Agreement 
In a ceremony on 14'" September 2000, at the US 
Chamber of Commerce, the USAID signed an agreement to 
provide a US$ 20 Million loan guarantee to India to expand 
infrastructure in urban settings. USAID will guarantee a 30-
year, US$ 20 million loan guarantee to India's Housing and 
228 
us Economic and Financial Assistance and Aid to India 
Urban Development Corporation, Ltd. (HUDCO), a state run 
corporation. HUDCO will use this fund to expand water and 
sanitation services Into a number of low-Income neighborhoods 
in Ahmedabad. 
The borrowing will also help the Tamilnadu Urban 
Development Fund float a municipal bond. The proceeds will 
fund water, sewage and solid waste projects that will target 
low-income neighborhoods. The bond issue will allow small 
cities that can not afford to access domestic capital markets 
on their own to jointly issue bonds that will leverage funds for 
the development of local infrastructure. Approximately one 
million people from low-income families will have increased 
access to municipal services as a result of this programme. 
"This loan is one of many ways USAID work with the 
private sector to invest in people. Clean water and proper 
sanitation are prerequisites for a healthy population, and a 
healthy workforce," said J. Brady Anderson, USAID's 
administrator. " Business benefit, Production and distribution 
capacities, which leads to sustained economic growth". ^ 
USAID's programme in India is one of the agency's 
largest in Asia, with programmes totaling US$ 140 million. 
USAID's programme in India focuses on health, energy, 
environment protection, economic development and women's 
empowerment. USAID provides approximately US$ 85 million 
in food aid to India. 
The Export Import Bank of the United States (Exim Bank) 
The EXIM bank was created in1934 which now operates 
under the Export Import Act of 1945. The bank extends loans 
on the condition that the programmes or projects to be 
financed should promote the export and import of the USA. 
The bank started extending loans to India since the second 
' Official Text, Public Afl fe Office of the US Embassy, New Delhi dated Sept. 15*' 2000. 
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plan period. During that period the amount of loan authorised 
by the EXIM bank was of the order of US$ 215.52 million. The 
entire loan was allocated for the industrial development. In the 
Third plan, the authorised amount was US$ 189.32 million, of 
which US$ 138.99 million was allocated for industrial 
development and the rest was meant for the development of 
transport. The total of loans during 1966-69 amounted to US$ 
59.67 million of which US$ 21.92 million was channeled for the 
development of industries and the rest for the transport 
development. The amount of authorisation thus gradually 
diminished during different Plans and it came down to US$ 
57.87 million during the Fourth plan period. A major share of 
the loan being US$ 42.35 million was allocated for the 
development of transport and the rest for industrial 
development. During the Fifth Plan period (1974-78), the total 
authorisation fell to US$ 31.57 million of which US$ 29.64 
million was utilized for the development of transport. 
Table - 5.2 


















































Source: Extemal Assistance 1974-75, pp. 120-125 and 1977-78, pp. 180-86 
The terms of these loans were very hard. The interest 
charges varied between 5.5 percent and 6 percent per annum, 
however, the interest rate of 1975-76 loans was 8 percent per 
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annum. The repayment period for most of these loans was 
short ranging between 5-12 years. Grace period too was short. 
In some cases, such as loans to Sundatta Solvent Extraction 
Plant, it was just about 6 months while in others it was 
between 5 and 7 years. It was 7 years in case of loans for the 
purchase of Jumbo jets, 6 years in case of loans for the 
Purchase of Boeing aircraft for Indian Airlines, and 5 years in 
case of loan extended to Hindustan Aluminum Corporation. 
Recent Agreement 
The Export-Import Bank of the United States (Exim Bank) 
on Sept. 15, 2000 signed a series of key trade- finance 
agreements with three Indian financial institutions to facilitate 
nearly US$ one billion in US export to India. The three 
agreements, which were signed in conjunction with the official 
state visit of Indian Prime Minister Mr. Atal Bihar Vajpayee, 
follow a major effort to increase US-Indian trade that began 
with visits to India earlier this year by President Clinton and 
Exim Bank Chairman James A. Harmon. 
"These agreements reinforce Exim Bank's commitment to 
help the United States expand and deepen its commercial 
relationship with India, " said Exim Bank Vice Chair Jackie 
Clegg, who signed the agreements in the presence of US 
Commerce Secretary Norman Mineta and Indian Finance 
Minister Mr. Yashwant Sinha at the US Chamber of Commerce 
in Washington, D.C. " we believe that India is poised to 
become a major player in the global economy, and we want to 
do everything that we can to assist US businesses in tapping 
into the Indian market." ^  
Under a US$ 500 million Memorandum of Understanding 
with the State Bank of India (SB!) - signed by Ms. Clegg and 
Mr. S. Sundar, Chief General Manager of SBI financing will be 
' OflRcial Text, Public Affairs Office of the US Embassy, New Delhi, dated 15* September 2000. 
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made available to small and medium -sized Indian companies 
to help them buy US goods and services. Another 
Memorandum of Understanding, signed with Mr. S.K. 
Chakarbarti, Deputy Managing Director Industrial Development 
Bank India (IDBI) contemplates a US$ 150 million Master 
Credit Facility under which Bank of America would be the 
guaranteed leader, and a US$ 150 million in financing under 
separate Master Guarantee Agreement whereby IDBI would be 
a guaranteed lender. 
The third document, a Master Guarantee Agreement-
signed with Mr. Y.B. Desai, Managing Director of the Export-
Import Bank of India will allow Exim India to provide financing 
to Indian firms under an Exim Bank guarantee. This agreement 
solidifies a US$ 500 million Memorandum of understanding 
signed earlier this year. 
Exim Bank is open short, medium and long term export 
financing in India's public and private sectors, and has been 
involved in the Indian market for more than 40 years. Since 
1990, Exim Bank has increased its support for Indian buyers 
more than twelve fold to US$ 1.8 billion in outstanding loans 
and guarantees. 
Exim Bank is the official export credit agency of the 
United States. Its mission is to help finance the sale of US 
exports primarily to emerging markets throughout the world, by 
providing loans, guarantee and insurance. During fiscal year 
1999, Exim Bank supported nearly US$ 17 billion in US 
exports. 
Commodity Assistance Under Public Law 480 (PL-480) 
It may be called as the Agricultural Trade Development 
and Assistance Act of 1954 provided for agricultural 
commodities assistance to be given to help the economic 
development of friendly countries. To quote: 
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"It is hereby declared to be the policy of congress to 
expand international trade among the US and friendly nations, 
to facilitate the convertibility of currency, to promote the 
economic stability of American agriculture, national welfare, to 
make maximum efficient use of surplus agricultural 
commodities in the furtherance of the policy of the US, and to 
stimulate and facilitate the expansion of foreign trade in 
agricultural commodities produced in US by providing a means 
whereby surplus agricultural commodities in excess of the 
usual marketing of such commodities may be sold through 
private trade channels and foreign currencies accepted in 
payment there from." ^  
"It is further the policy to use foreign currencies which 
accrue to the US under this Act to expand international 
agricultural trade to encourage economic developnjent, to 
purchase strategic materials to pay US obligations abroad to 
promote collective strength and to foster in other ways the 
foreign policy of the US." 
Since first enacted in 1954, Fund for peace played a 
major role in both American domestic farm programme and 
foreign Assistance programmes. It was both an instrument of 
domestic farm policy and of the foreign policy of the US It 
helped support farm income and utilized an abundant 
productivity of American agriculture to help the developing 
countries around the world. 
In its earlier years programme emphasis was on the 
disposal of surplus of US agricultural surpluses through 
export. Later however, the programme served other purposes 
as well. President Eisenhower first recognised the programme 
that should be more than an instrument of surplus disposal. 
' Shenoy, B.R: PL 480 Aid and India's Food Problem (New Delhi) 1974 pp.69 
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The first stage of PL 480, which lasted until 1978, 
provided concessional food sales to India worth US$ 4,800 
million. Under later PL 480 legislation, food commodities are 
provided as grants through American voluntary relief agencies. 
The PL 480 programme, administered through (CARE) Catholic 
Relief Services and the Cooperative League of the US, now 
focuses on material and child health, school feeding, food for 
work, and oilseeds grower's cooperatives. Although the 
funding for this programme began to level off after its highest 
point in 1981, it still amounted to about US$ 100 million in 
1985. •• 
Subsequently, the multipurpose served by PL-480 was 
firmly established by amendments added by the congress to 
the original legislation and articulated in the preamble of the 
Act. P.L. 480 Title II was discounted in 1971 following the 
Bangladesh struggle for Independence by the US. 
Public Law 665 Assistance (PL-665) 
The mutual Security Act of 1951 was amended in 1955 
so that a Portion of the Technical Cooperation Mission aid 
could be supplied to India in form of agricultural commodities 
like wheat and cotton in the fiscal years 1955-57. The prices of 
these commodities were repayable in rupees. The rupee 
proceeds were to be deposited in a special account of the 
United States Govt, in India which were subsequently to be 
made available to India, partly as Development Assistance 
loans and partly as grants to mutually agreed projects. The 
total value of commodities imported under this programme was 
US$ 67.67 million of which wheat imports were worth US$ 
52.18 million and cotton imports were valued at US$ 15.19 
million. 
(a) Dollar Grants (Technical Cooperation) 
' Report submitted by the India) Embassy, USA on Prime Minister Rajive Gandhi's visit to Washington DQ in 1985, pp3i 
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For the Technical Co-operation Programme US aid 
Mission extended grants and made available the services of 
American specialist at the request of the Government of India. 
Under this programme, aid had been extended to Malaria and 
smallpox eradication, agricultural and technological 
Universities, the development of high - yielding cereals, dairy 
development, the training of craftsmen, community 
development and many other nation building activities. Dollar 
grants since beginning of the programme totaled US$450.1 
million (Rs.337.58 crores). ^ 
(b) US Specialists 
Since 1951, about 3030 American Specialists served in 
India, sharing their skills and experiences with their Indian 
colleagues. 
The specialists, whose services were made available at 
the request of the Government of India belonged to many 
different technical fields, such as agricultural education, 
agronomy, engineering, entomology, family planning, malaria 
eradication, mineral exploration, mining, nutrition, plant 
breeding, scientific and technological education, 
transportation, soil and water management etc. They worked 
with Government of India, Ministries, educational institutions 
and other organizations in the country. 
(c) Indian Participation 
Another important AID activities concerned the 
provisions of advanced training in the US of Indian officials, 
teachers, engineers, health specialists and other personnel 
and facilitation visits by Indian Specialists to the US and other 
countries to enable them to learn further developments in their 
fields of work. The total number of these Indian participants 
now stood at 6,229. 
' Mahender Singh: Indo-US Relations (Sidhu Ram Publications, Delhi 1982) pp-99 
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Dollar Loans 
Loans extended to India by the US AID and its 
predecessor organizations were of two kinds: 
(I) Those repayable in Rs. and 
(II) Those repayable in dollars. 
(I) Those repayable in Rupees Terms 
Loans extended to India by DLF were repayable in 
rupees. These loans totaled US$505.8 million (Rs.379.35 
crores). Prior to Nov. 1961, TCM had extended loans totaled 
US$ 154.1 million (Rs. 115.58 crores) to the Indian 
Government. These were repayable in either rupees or dollar 
at the option of the Government of India. For the sake of 
convenience a sum of US$5.8 mill/on (Rs.4.35 crores) was 
also included in the amount, which was made available to the 
Government of India in the form of Italian, French and 
Japanese money in exchange for Indian rupees. 
(II) Loans repayable In dollars Terms 
USAID Mission extended 49 loans repayable in dollars. 
These totaled US$2633.4 million (Rs.1975.05 crores) .The tern 
of repayment was scheduled over 40 years with no payments 
of principal during grace period of the first 10 years. These 
loans bore an interest rate of 2 percent per annum during the 
grace period and 3 percent thereafter. 
These loans provided by USAID can also be analysed 
according to the time for which they were given i.e., five year 
plans. During the third five-year plan period, the agency 
entered into thirty-five loan agreement with India for a total 
sum of US$ 1376.31 million of which Rs.497.78 crores were 
utilised. A major portion of the agency loans was non-project 
loans to be used for the import of commodities, equipments 
and components. Such loans were of immense value, 
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especially when India needed them in order to make a greater 
utilization of the existing industrial capacities. Sector wise, the 
industrial sector absorbed US$ 994.44 million either directly or 
through the Industrial Finance Corporation. Power projects 
absorbed loans amounting to US$ 232.24 million. US$ 149.61 
million flowed for the development of the transportation during 
this period. 
During the three Annual Plans of 1966-69, the total loans 
authorised by the Agency amounted to US$ 897.97 million. The 
largest amount of the total loans was allocated for the 
industrial development. The amount was about US$ 870.85 
million. During this period power projects absorbed merely 
US$ 17.47 million. There was no allocation for the 
development of transport. However, a part of the amount was 
channeled for miscellaneous purposes, such as for higher 
education and family planning programmes. 
Table 5.3 














































Source: Govt, of India, External Assistance, 1974-75 
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During the fourth plan the total loans authorised by 
USAID for India amounted to US$ 423.79 million. During this 
period too a major portion of the total loans were absorbed for 
the industrial development and the rest for the purposes of the 
debt-relief. 
Table 5.4 














































Source: Govt, of India, External Assistance, 1974-75 
During the fifth plan period (1974-78), the total loan 
authorised to India by the Agency amounted barely to US$ 
45.00 million, which was specially meant for debt relief. 
Up to the fifth plan (1974-78) the total loans authorised 
to India by the Agency amounted to US$ 2742.47 millions of 
this amount, US$ 2236.15 millions were meant for industrial 
development, US$ 249.71 millions for power projects, US$ 
149.61 millions for the development of transport, US$ 97.93 
millions for debt relief, and the rest of US$ 9.25 millions was 
allocated for miscellaneous purposes. This shows that the 
industrial sector got the top priority in the eyes of the Agency. 
The terms of the Agency loans were very liberal. 
Repayment was scheduled over 40 years including a grace 
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period of 10 years. Rates of interest were very low, although in 
recent years they have been raised. The 22 loans authorised 
up to 1963 were free of interest except for a credit fee of 0.75 
percent per annum. But the US congress brought some 
changes in the fiscal year 1964. Instead of charging a credit 
fee of 0.75 per cent, the loans stipulated payment of interest at 
the rate of 0.75 percent during the first ten years and two 
percent during the remaining thirty years. The rate was raised 
in the fiscal year 1965. The minimum rate of interest during the 
first ten years want up to 1 percent per annum and 2.5 percent 
per annum for the remaining thirty years. Under the revised 
terms, only four loans were signed by March 1966. During the 
fiscal Year 1967-68, the rate was again changed. The minimum 
rate of interest during the first ten years went up to 2 percent 
per annum and 2.5 percent per annum for the remaining 30 
years. Again the rate changed. The minimum interest rate per 
annum was 2 percent for the first 10 years but in the remaining 
30 years, the rate of interest was to be charged at 3 percent 
per annum w.e.f. 26''' December 1968. The terms for the debt 
relief loans were quite different. The first debt relief loan given 
on 30"^ March 1973 carried interest at 1.62 percent per annum. 
The grace period v/as only 20 years. The second debt relief 
loan carried interest at 1.81 percent per annum. But the third 
debt relief loan provided during the fourth plan carried interest 
at 1.72 percent per annum only for a period of 7 years. The 
repayment period was, however, 19 years. 
US Economic and Financial Assistance to India since 1970 
Financial assistance to India by the US remained lower 
at least after 1970-71, US aid authorisation was US$ 373 
million. It accounted for more than 36 percent of the total aid 
authorized to India from all sources. ^ 
' Indo-US Economic Relations, report prepared by CMIE for Indo-US Chamber of Commerce, New Delhi, 1994. 
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Table 5.5 






















































































































































































Source: Economic survey 2000-2001 & previous Issues, Hand 
Book of Statistics of Indian Economy. RBI-2000. 
From table 6.5 it is evident that the post 1970-71 period 
showed a drastic decline in authorisation of aid from the US to 
India. During the year 1980-81 the total assistance authorised 
to India v\^ as US$ 4189 million, (including loans and grants) 
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while the authorised assistance from the US was US$ 205.00 
million (including loans and grants), which shows an overall 
percentage of authorised share of the US assistance 4.90 
percent in the relative terms. If we compare the same in the 
absolute terms in between 1984-85 it shows a diminishing 
trend of the total authorised assistance from US$ 4189 million 
in 1980-81 to US$ 4105 million in 1984-85. The same if we 
compare in percentage terms in between 1980-81 and 1984-85 
also indicates a decreasing trend from 4.9 percent share of the 
authorised assistance in 1980-81 to 2.41 percent in the year 
1984-85 which has decreased by 13.4 percent. 
During 1990-91 the total assistance authorised to India 
was US$ 4527 million while the authorised assistance by US to 
India was US$.21 million only, which again depicts an overall 
percentage of authorised shares of the US assistance 0.46 
percent in the relative terms. If we compare the same in 
absolute terms during 1994-95 it again shows a declining trend 
of the total authorised assistance from US$ 4527 million in 
1990-91 to US$ 4287 million in 1994-95. The same if we 
compare in percentage terms in between 1990-91 to 1994-95 
also clearly indicate a declining trend from 0.46 percent share 
of the authorised assistance in 1990-91 to zero percent 1994-
95 as no assistance provided by the US to India during 1994-
95. 
During the year 1998-99 the total assistance authorised 
to India from all sources was US$ 2028 million including grants 
and loans both, while no assistance has been authorised from 
the US to India in the same year, which again shows a 
diminishing trend in India's assistance from external sources. 
If we compare the same in absolute terms in between 1999-
2000 it shows an increasing trend again after a long period 
since 1970-71. The India's total authorised assistance during 
the year 1998-99 was US$ 2028 million, which increased to 
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US$ 4689 million in the year 1999-2000. The same if we 
compare in percentage terms in between 1998-99 and 1999-
2000 show an increasing trend from zero percent in the year 
1998-99 to 1.42 percent in 1999-2000. 
Table 5.6 






















































































































































































Source: Economic survey 2000-2001 & previous issues, Hand 
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Table-5.7 
Authorisation of External Assistance By Major Source 










































































































































































Source: Foreign Trade & Balance of Payment, C.M.I.E, and 
July2000 
India's External Assistance by Major Sources 
Table 5.7 depicts that the second half of eighties i.e. 
since 1985-86 the value of aid from US to India shrink to 
almost half of the previous year and remain so during the next 
decade. The decade of nineties experienced highly erratic 
trend in the authorisation of external assistance by the US to 
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India. In 1992-93 the authorisation was as high as Rs. 150 
crores which squeesed down to Rs.63 crores in the next year 
and absolutely no assistance from the US in 1994-95. In the 
remaining half of nineties the trend become highly erratic 
recording high peaks of ebbs and tides every alternative year. 
Table-5.8 











































































































































































Source: Foreign Trade & Balance of Payment, C.M.I.E, July 2000 
However the decade of nineties saw the absence of 
USSR's aid to India while the assistance from IBRD, IDA and 
ADB, Japan was increased. However with the nuclear testing 
by India in 1998 led to a major fall in the foreign aids and 
assistance. With no assistance coming from US in 1998 the 
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inflow of foreign assistance from all other agencies as well has 
declined substantially. 
However, table 5.8 shows a relatively consistent 
Utilisation of foreign assistance by India. 
US Bank Assistance to INDIA 
US Banks have also been contributing aid to India. They 
assisted the Indian economic development during the second, 
third and three annual plans of 1966-69. The total amount of 
authorized assistance was US$ 98.86 million. It meant for the 
purchase of Boeing aircrafts, and thus, only the transport 
sector remained the beneficiary of such assistance. Plan wise, 
US$ 12.40 million was sanctioned during the second plan, US$ 
41.96 million during third plan and US$ 44.50 million the 
largest aid during the three annual plans of 1966-69. The 
terms of the Bank loan were not soft. The rate of interest 
varied between 5 and 8 percent. The maturity period too was 
short as it ranged between 3-10 years.^ 
USAIO Giving Agencies and their allocations 
US aid to India included grants or assistance technical 
assistance, commodity assistance, capital assistance, short 
loans, long term loans, project aid, programme aid, non-project 
aid, contributions in kind (food for peace) consolidation of 
credits, private investments and trade primarily with a view to 
achieved economic prosperity of India. Besides these aids, 
India also received two other kinds of aid from the US i.e. 
emergency aid for humanitarian purposes and military aid for 
strategic considerations (during the Indo-China war in 1962). 
American skills occupied an important place in US aid to India. 
' External Assistance, 1977-78, pp-180-182 
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Emergency Relief 
The US ability to respond promptly and effectively to 
emergencies and disasters whether natural or man-made 
rested in large measure on PL 480. The resources available 
under Title Second of the Food and Peace programme enabled 
the US to respond promptly to such needs. In 1973, the Food 
for peace programme provided over US$ 70 million or Rs. 52 
crores including ocean freight. This v^ a^s the largest donation 
programme in the world. The food included wheat, milk, protein 
foods and vegetable oils. The US helped India to face natural 
disasters such as droughts, floods, cyclones and earthquakes 
as well as emergency assistance to refugees and displaced 
persons. 
Indo - Pakistan War 
When ten million refugees fled from East Pakistan (Now 
Bangladesh) into India during Indo-Pak war in 1971, food for 
peace resources was marshaled to help to feed them. When 
the refugee's movement first began, US voluntary agencies 
and the World Food Programmes were already on the scene 
with Title II food diverted from the regular programmes stocks 
and with the food borrowed from the India Government. 
Two presidential allocations totaling US$ 35 million were 
used for programming 151700 metric tons of Title commodities 
to refugee relief. An additional blended food 17,618 metric 
tons (CSM/WSM)^ were provided to UNICEF for feeding 
children of the refugees. 
A com Soya-milk blend for short consisting o f 68"/0 gelatinized corn-meal, 25% Soya-flour and 
5% non-fat dry milk enriched with vitamins and minerals. CSM contains 20% proteins and has a 
protein efficiency ratio (PER) nearly equal to the 2.5 ratio of non-fat dried drink. 
CSM is completely pre-cooked and can easily be incorporated in the food preparations of almost 
any country. It can be added to soups and gruels. WSB -a wheat- Soya -blend with properties 
similar to CSM, WSB is proving popular in areas where wheat products figure in diets. 
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Bangladesh 
When the 10 million Bengali refugees of Indo-Pak hostilities, 
the US again stepped in with Title II food for Peace shipments 
to avert starvation. Initially 500,000 tons of food were 
committed consisted of 3,00,000 tons of wheat, 150000 tons 
of rice and 50,000 tons of vegetable oils. The estimated value 
of these grants was US$ 64 million. Further, the US Title II 
response was managed in increments to stimulate maximum 
contribution for other countries who were also able to assist. 
The Role of Voluntary Agencies In Title Second Programme: 
Co-operating Sponsors 
Title Second donation programme were carried out by the 
"Cooperating Sponsors" which would be: 
1. American voluntary agencies operating in India 
2. The Indian Government agencies or 
3. International organizations such as UNICEF, UNRWA, 
UNFORD, and the WORLD FOOD PROGRAMME. In 1972, 
more than half of Title II commodity donations were made 
available through US voluntary relief agencies. About 19 
percent were provided under Government-to-Government 
agreements and nearly 16 percent through the World Food 
Programme. 
In line with the American tradition of concern for the 
under-fed and the under-privileged. Title Second proved a 
means for non-profit voluntary agencies to participate with the 
US Government in food aid and development programmes on a 
people to people basis. 'These agencies were established by 
group of private citizens for the purpose of giving assistance to 
the developing countries and were supported by voluntary 
contributions in the USA. In some cases they were sponsored 
by religious organisations in the USA; in other cases, they 
were non-denominational. 
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Under the authority of Section 202, registered non-profit 
voluntary agencies approved by the Advisory Committee on 
voluntary Foreign Aid were Utilised, to the extent possible, to 
implement programmes authorised US 201 to feed under 
nourished children and their mothers, to promote economic 
and community development and meet famine and extra-
ordinary relief requirements. The Advisory Committee was 
established in 1964 by directive of the President of the USA. It 
served as a focal point for relations between the US 
Government and the private voluntary agencies. 
Voluntary Agencies 
The voluntary agencies, acted as 'co-operating sponsors' 
between USAID and the "Counterpart Agencies" that operated 
in the recipient countries. Among the more active voluntary 
agencies In the food programme had been CARE (Cooperative 
for American Relief Everywhere), Catholic relief services. 
Church World Service, Lutheran World Relief (jointly operating 
in India through CASA) -Christian Agency for Social Action of 
the National Christian Council of India), the seventh day 
Adventist Welfare Service and others. The total value of 
commodity donations to India from the programmes 
commenced in 1955 and ended in 1970 amounted to US$ 64.4 
million US dollars (Rs. 487.05 crores). 
Voluntary agency activities under Title Second included 
the full range of food assistance efforts with a priority target of 
pre-school children and pregnant and nursing mothers, the 
voluntary agency-maternal-child health clinic was an important 
center of activity. Voluntary agency personnel became experts 
in the development and management of food for work 
programmes ranging from small-scale projects to large works 
programmes. This included the construction of extensive 
irrigation systems, road building and land clearing, which were 
often complementing agricultural development plan. 
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School feeding programmes were another form of attack 
on nutrition problems in which the voluntary agencies 
developed expertise. This medium was also used as a vehicle 
for propagating nutrition and health education. In India, the 
success of the CARE school feeding programmes prompted the 
Government to increase its budgetary support to the equivalent 
of US$ 40 million and expand its participation in the pre-school 
feeding CARE, Catholic Relief Services and CASA. Voluntary 
agencies were also particularly expert in administering prompt 
relief and humanitarian assistance in times of emergency. 
Their years of experience in relief programme and their ability 
to apply a flexible and ready managerial system to 
requirements was excellent. The US ability to respond 
promptly was with food requirements and assistance in 
emergencies in India was due to the existence to voluntary 
agency operations. 
Direct bilateral or Government-to-Government food 
assistance programmes, not known to India as in other 
neighboring countries, like Nepal, Afghanistan etc., were 
benefited by this programme. Government of India made 
arrangements for port receipts and Inland shipment or railment 
of commodities for programmes requirements of the voluntary 
agencies to actually administer and manage the food 
programmes. 
Thus, Government of India did not control the programme 
for actual distribution and management of food feeding 
activities. Since 1951, 3000 tons of milk powder was made 
available to the Government of India under Title Third for relief 
due to the earthquake and floods. The Government in 1955 for 
flood relief received another 20,000 tons of wheat advice. 
Under these programmes, the Government had complete 
responsibilities for overall management of such food 
distribution and assistance programme. 
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The major portion of the Title Second Food for Peace 
Programme in India was directed towards child feeding. During 
1974 fiscal year approximately 91.5 percent of the 15 million 
beneficiaries of Title Second commodity assistance were 
school and pre-school children. Food for Work Projects 
accounted for most of the remaining feeding activities, which 
invited unemployed and underemployed persons in small 
agricultural development projects. 
In India, the Title II programme was administered mainly 
by American agencies i.e. CARE, CRS and CWS and LWR 
(The World Council of Churches and Lutheran World Relief) 
through local counterpart agencies or state or \oca] 
Governments. MAP (Medical Assistance programme INC) was 
included in Oct. 1975 on the occasion of Kissinger's visit to 
New Delhi as one more American Agency to administer the 
Title Second programme in India. There was also a small input 
of Title Second food to World Food Programme projects (the 
food arm of United Nations). 
1967 Bihar Drought 
Approximately 1,72,000 tons of PL 480 Title Second 
commodities worth US$ 25 million were distributed to some 
seven million-drought victims in the drought effected areas of 
Bihar. The massive feeding operations were carried out by the 
US voluntary agencies in close cooperation with the state 
Government authorities. The role of the US voluntary agencies 
was highly praised and appreciated both by the central and 
State Government leaders. This massive timely assistance was 
reported to have saved five million lives from starvation 
because of the severe drought conditions in the region. 
The Cooley Fund Loan Programmes in India 
For agricultural commodities sold to India, PL 480 
allowed payment in rupees. To encourage private American 
251 
us Economic and Financial Assistance and Aid to India 
Industries to invest in India, a 1957 amendment to this law, 
sponsored by congressmen Harold D. Cooley, came into effect. 
It provided that 25 percent of the PL 480 rupee could be used 
US Government loans to private Indians f irms, or to Indian 
firms marketing US agricultural products. Indo-US 
collaborations evolving from the Cooley funds included 
Coromandel Ferti l isers, Mysore Cements Limited, Seshasayee 
Paper and Board Limited, Synthetic and Chemicals Limited etc. 
The last Cooley loan was to Madras Rubber Factory Limited in 
1972. The loan amounted Rs. 1,262,630,100 (US$ 1.25 billion) 
actively supported more than 60 different Indian companies of 
the US subsidiaries for India's growing industrial 
development.^ 
The Agency for international development made loans in 
foreign currencies to eligible Indian industries for qualif ied 
projects in India. These loans were commonly called "Cooley 
Loans " .The US Government is authorised by PL 480 Title 
First to sell agricultural commodities for foreign currencies 
under agreements with India. These agreements commonly 
provided that a specified percent of the local currency in 
Indian rupees to be paid to the US Government as the 
purchase price of such commodities would be set aside for use 
under the Cooley Loan programme. As commodit ies were sold 
and paid for, the percent of the purchase price allocated to the 
Colley loan programme became available for loans to finance 
US Industrial trial projects in India in which the commodit ies 
were sold. 
Terms of Colley Loans 
The amount of loan and period of t ime over which it was 
repayable depended upon the purpose of the loan and various 
f inancial considerations. Interest on a Cooley loan was 
Report submitted by the Indian Embassy, USA on the Prime Minister Mr. Rajiv Ganghi's visit to Washington D.C. 
inl985,H>-39 
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payable at the rate designed by US AID officers usually in 
consultations with the Government of India officials at the time 
of authorisation of loan. In general the interest rate was 
comparable to the rates then charged on long-term currency 
loans by local development bank or the RBI. Principal and 
interest were generally payable semi-annually in the foreign 
currency in which the loan was made without maintenance of 
value. Whether security or guarantees would be required was 
determined on a case basis in light of applicable financial and 
economic considerations and of the degree of financial and 
technical participation by the US affiliate. In general no 
restrictions were imposed on the amount of Cooley funds 
available, alternative sources of financing and other factors 
would be relevant. 
Food - Aid 
During 1960's and early 1970's, many Governments and 
observers were concerned about wide spread shortages of 
food. The Food and Agriculture Organisation (FAO) had long 
maintained that food supplies were chronically inadequate to 
meet the basic needs of many of the world's people and were 
also prone to periodic crises. As a result, various international 
and bilateral arrangements were made to cope with both 
chronic and temporary food, shortages. 
Large-scale international food aid started with the 
passing of US PL 480 in 1954. This legislated for the disposal 
of grain surpluses abroad -"to expand trade among the United 
States and friendly nations, to make maximum efficient use of 
surplus agricultural commodities, in furtherance of the foreign 
policy of the US and to stimulate and facilitate the expansion 
of the foreign trade in agricultural commodities produced in the 
US by providing a means whereby surplus agricultural 
commodities in excess of the usual marketing of such 
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commodities may be sold through private trade channels" (68 
stat-457).'' 
The US and other donors have also adopted the FAO's 
principles of surplus disposal to minimise the disincentive 
effect that food aid has on commercial markets. A consultative 
sub-committee was set up to monitor the distribution of food 
aid and ensure that the so-called usual marketing 
requirements were being met. These require recipient 
countries to maintain commercial imports at a specified level 
even though they are also receiving food aid. The rule is still 
insisted upon and monitored by the sub-committee although its 
effectiveness is questionable. The impact of dumping surplus 
food gave rise to considerable concern, and the hope of 
correcting it was one of the motives behind the creation of the 
World Food Programme (WPP) in 1961. Established under the 
joint auspices of the United Nations and the FAO, the WFP 
was the First multilateral food aid agency. It aims to supply 
and coordinate food aid not only for relief and emergency 
purposes, but also for development projects. It is hampered, 
however, because its food donations may not be sold in the 
recipient countries markets. Donated food can be used for 
projects only if it is distributed through cumbersome channels 
such as direct feeding or food-for-work programmes. By 1983-
84, about 25 percent of all food aid shipments were handled by 
the WFP, compared with 5 percent in the late 1960s. 
Food aid reached record levels 17 million tons in 1965-
66. Almost immediately, concern arose that adequate flows 
might not be maintained because the US appeared to be 
stepping up its policy of restricting the area planted to grain. 
This concern was manifest in the Food Aid Convention of 
1967, which was adopted as part of International Wheat 
Agreement. Under the convention, member countries promised 
' Shenoy, B.R.: PI 480 Aid and India's Food Problem (New Delhi) 1963 pp-135 
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to provide 4.5 million tons of cereal food aid a year. The so-
called world food crisis of 1972-74 led to the convening of a 
world food conference in 1974. The conference set up a 
variety of institutions to promote food production, including the 
International Fund for Agricultural Development (IFAD) and the 
World Food Council. It also sought to increase food aid. In 
1979, the conference recommended a target of 10 million tons 
of cereal food aid a year and the establishment of an 
international emergency reserve of 500,000 tons to be 
replenished annually. The current Food Aid Convention signed 
in 1980, guarantees minimum supplies of 7.6 million tons a 
year from 22 donor countries. 
The world food crises also provided an impetus for using 
food aid for development purposes as well as for emergency 
relief. In 1977 the US amended PL 480, allowing conversion of 
food loans to grants under new Title Third "Food for 
Development". Its aims are to help small farmer, 
sharecroppers, and landless labourers, increase food 
production and to stimulate rural development in general. The 
European Community also adopted new food aid guidelines in 
1983 to integrate food aid better with the development 
strategies of recipient countries and to reduce the adverse 
effects of such aid on local production and consumption 
patterns. 
Although famine relief is the most visible form of food 
aid, it is much less common than project food aid (assistance 
to particular development projects given or lent in the form of 
food) and programme food aid (food donated as B/P or 
budgetary support). In all its forms, food aid accounts for a 
relatively small share of foreign assistance to developing 
countries, with commodities valued at world prices. Food aid in 
recent years has amounted to about US$ 2.6 billion annually, 
about 10 percent of official development assistance. In 1984-
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85, 25 donor countries provided more than 100 developing 
countries with about 12 million tons of cereals, 430,000 tons of 
vegetable oil, 356000 tons of skimmed milk powder, 98000 
tons of other dairy products and 21000 tons of meat and fish 
products. Of this only about 6,60,000 tons, less than 5 percent 
of food assistance v\/as for emergency food Aid. 
The US is the largest donor, which contributed about 50 
percent of food aid followed by the EC, which contributed 30 
percent. The food aid is now generally directed towards poorer 
countries, but some countries that are not poor receive 
significant aid. 
The quantity of food aid is more closely related to the 
needs of donors than to those of recipients. In this connection, 
US legislation on Food Aid PL 480 makes explicit mention of 
foreign policy considerations, surplus disposal, and the 
avoidance of conflict between commercial and concessional 
exports. Donors have found food aid a convenient way of 
disposing of surplus stocks, particularly of milk products. The 
level of food prices also affects the amount of food aid. In 
1973-74, when food was in short supply and prices were high, 
wheat shipments were less than 4 million tons compared with 
around 10 million tons a year in the late 1960's. 
International food aid is only part of the answer to 
famine. It does not solve the massive problems of internal food 
distribution. India's recent success in avoiding famine related 
deaths has owed much to its ability to shift gains from regions 
with surplus food to those with deficits and to provide aid to 
the needy, either as food or in the form of an income 
supplement. 
Private American Aid 
Private organisations also extended aid to India. Mrs. 
Gandhi in a speech in New York on March 31,1966, observed: 
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"The assistance have received so generously from America 
has been not only on a Government-to-Government basis. It 
has also been on a people-to-people basis and a business-to-
business basis. The work of the devoted young people of the 
Peace Corps, the activities of institutions, such as the Ford 
Foundation and the Rockefeller Foundation, and the presence 
of a large number of Indian students in your University, all 
these are evidence of people-to-people cooperation.^ 
US Foundations 
The various US Foundations such as the Ford 
Foundations, the Rockefeller Foundation, and the Foundation 
extended various types of aid to India. These foundations are 
instruments for spending private wealth for public welfare. All 
foundations are registered as legal entities. These foundations 
gave financial aid to both Government and private institutions 
and projects in India. 
1. Church Organisations 
The American Christian Missions (catholic and 
protestant) have established many schools, colleges, 
hospitals, orphanages and other institutions in India. They 
have rendered a very good service through a variety of social 
institutions, such as centers for leprosy, destitute, and 
children. They have provided medical facilities in remote 
villages through their doctors and nurses. 
The work of the American Friends Service Committee has 
also been very commendable. The American Friends (the 
Quakers) have rendered distinguished service even beyond 
their resources. They have been prompt in extending help 
especially in terms of crises, such as famine, floods or War. 
They have participated in community development projects in 
' Selected Speeches of Mrs. Indira Ganghi (Jan 1966 to Aug 1969) New Delhi, 1971 pp470 
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Orissa. They have trained teachers, mechanics and artisans 
for small industries. 
2. Cooperatives For American Relief Everywhere (CARE) 
CARE is a social non-profit organisation of 26 voluntary 
service agencies established in New York in 1945. It collects 
medical supplies, food commodities, clothing etc. donated by 
America groups, individuals, and organisations, and distributes 
them abroad among the needy. 
In India, the activities of CARE are covered by CARE-
INDIA Agreement signed in 1950. The general Indo-US 
agreement of 1951, and a contract signed with the US 
Information Service in 1954. Under the first agreement CARE 
sent gifts of food and other supplies through a number of 
American Voluntary agencies. The second agreement came 
into existence in the wake of the India Emergency Food Act of 
1954, under which India received a loan of US$ 190 millions to 
purchase American food grains. The third agreement, which 
was signed with the US Information service in 1954, enabled 
CARE to purchase, pack, ship and distribute books and 
scientific equipments for India under the wheat loan 
educational exchange programme. 
Indo-US Foundation 
During Prime Minister Mrs. Indira Gandhi's visit to US in 
1966 President Johnson announced the establishment of Indo-
US foundation in India and said that it be endowed with dollar 
300 million Indian currency owned by the US. He indicated that 
the foundation would be an independent organisation with 
distinguished citizens of both countries as member of its Board 
of Directors. Its objective was to promote progress in all fields 
of learning to advance science, to encourage research, to 
develop new teaching techniques on the farms and in the 
factories to stimulate new ways to meet old problems. The 
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move was widely welcome In the US; the reaction in India was 
adverse. Thus, on account of various criticisms the proposal 
did not materialised. The effect of the rejection of the 
foundation was that it defined India's greater facilities for an 
advanced education in science, technology, and research. It 
also left the US government free to utilise the money In any 
manner it liked. 
Foreign aid, which was extended to those countries with 
the objectives of promoting economic growth, was given with 
little or no previous experience. In some cases, it was diverted 
from the developed countries with little relevance to 
development in the receiving countries. But foreign aid proved 
to be only a marginal resource for development. In India 
largest foreign aid recipient about 1.5 billion dollars a year in 
the average accounted for 2.2 percent of its GNP. Yet with this 
level of 2.2 percent of GNP (of which US aid to India was 60 
percent of the total foreign aid) the US expected India to settle 
all its foreign and domestic problems overnight i.e., the border 
dispute with Pakistan domestic unrest, population explosion, 
and development of adequate private investment system in a 
socialistic pattern of society. 
The US would have now found itself for worse off had it 
not started giving foreign aid to developing countries around 
the world for various considerations. To that extent, the US 
foreign assistance programme had been a success. More over 
the US aid programme served various interests of the US in 
the sphere of internal and international influences. US aid 
stimulated additional export to the developing countries. It 
created large scale employment within its own economy .The 
US dumped burdensome surpluses in the form of agricultural 
commodities and obsolete military hardware, the US foreign 
assistance simultaneously stimulated production of raw 
materials in the developing countries for its own use at home 
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at a cheaper price. Above all, the US foreign assistance 
created and maintained in the developing countries, a 
favorable climate and friendly relations for US private 
investment. This again stimulated development of public 
overhead capital and encouraged such investment for 
repatriation of profits from the developing countries. 
As India moved forward with US assistance it offered a 
rich market for American goods and services. This saved the 
way for more and more US private investment both at home 
and abroad to meet the growing needs of India's 
industrialisation tempo. 
The prime purpose of establishment of DLF was to "hide 
aid to India from US Congress". This was rather an 
exaggeration but one of the major efforts of the establishment 
was to provide aid to India. India become the DLF's major 
Clint, such as India had been the major recipient of 
"Development Assistance" among the developing countries. Of 
the dollar one billion DLF loan agreements, by June 1960, over 
a quarter US$ 274 millions were for India. Economic 
Assistance for India during the first three fiscal years for DLF 
1958-60 was over US$ 100 millions a year as compared to 
about US$ 60 millions a year during the four fiscal years of 
1954-57. It was quite possible that this increase would have 
not been secured from the congress had it continued to 
reconsider it to India each year rather than vote on a total sum 
for DLF loans to all countries. The World Bank, with US 
encouragement, increased its lending to India during 1958-60 
to roughly the same level as the new DLF lending of the US. 
Although the World Bank decisions were perhaps two steps 
ahead of the US Congress, the US Congress on the whole a 
highly approved of the World Bank and this approval was very 
important to the Banks expanded lending. 
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The World Bank undertook to support an expansion of 
India's private steel industry. The US might have supplied such 
support through its own aid funds, but because the project met 
the World Bank standards and the bank was restricted to 
procurement in the US, US aid was turned to other projects. 
It was PL 480, rather than DLF or World Bank loans that 
permitted the dramatic increase in US aid to India. India's first 
five-year plan had given little emphasis on improvement of 
agriculture. A series of good crop-years brought exceptional 
harvests and the second five-year plan continued the same 
emphasis. Then a series of normal to poor crop-year followed 
and India had an unplanned need for a major increase in wheat 
imports for which foreign exchange was not available. PL 480 
in India had consisted largely of voluntary agency shipments. 
In the four fiscal years 1957 to 1960, the total reached dollar 
1330 million with dollar 564 million for the fiscal year 1960-61. 
A United Nation study on foreign aid and development 
noted that political and other considerations not related to 
needs continued to play a major role in the policies of many 
aid given countries to the developing nations. The study, 
based on an analysis of aid trends from the developed market 
economies, multilateral institutions, socialist blocks and oil 
exporting countries (OPEC) drew the conclusion that 
distribution of economic assistance to the developing counties 
remains "highly skewed". Low-income developing countries 
including India and Bangladesh, in general, received 
disproportionately small foreign aid. In this sense, the aid flow, 
notwithstanding their economic significance to the receiving 
countries, contributed to widening the economic disparities 
among the developed and the developing countries. 
If aid distribution were geared to the criterion of poverty 
or needs, the countries with lowest income would have 
received more. The study, made by the Center for 
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Development Planning Projections and Policies at the UN's 
was indeed for considerations of new approaches to resource 
transfer to the developing countries. For many developing 
countries the importance of official financial flow from the 
developed countries would remain supreme especially for 
countries experiencing low average income, paucity of 
domestic savings and inadequate expansion of export 
earnings. 
IBRD 
The International Bank for Reconstruction and 
Development (World bank), founded in 1944 to fund Post-
World War-ll reconstruction, currently aids development by 
facilitating productive capital investment, encouraging private 
foreign investment, financing the promotion of International 
trade, and supporting economic restructuring programs. The 
United States provides about 20 percent of the bank's funds. 
The World Bank has provided India with loans 
approaching US$ 20,000 million about one-third at near-market 
rates of interest from the bank, and two-thirds on highly 
concessional terms from the International Development 
Association (IDA). About 30 percent of these loans have gone 
into agriculture and irrigation projects and roughly the same 
amount to industry and mining. The remainder has been for 
projects in transportation, telecommunications, power, urban 
development and human resources.^ 
IDA 
The International Development Association (IDA) has 
been an important channel for aid to developing countries for 
more than 20 years. Its work complements that of its sister's 
institution, the International Bank for Reconstruction and 
' Report submitted by Indian Embassy, USA on Prime Minister i^jiv Gandhi's visit to Washington D.C .in 1985 
pp48 
262 
us Economic and Financial Assistance and Aid to India 
Development (World bank). But unlike the bank, which relies 
principally on private capital markets, IDA is funded entirely by 
grants from member governments; the US share is 
approximately 25 percent, India has been the greatest 
beneficiary of IDA, receiving up to 40 percent of IDA funds 
annually since 1668. India's US$ 12300 million IDA debt, the 
largest of any IDA borrower, accounts for more than one-third 
of India's total external debt.^ 
IMF 
The International Monitory Fund (IMF) was launched in 
1944, the same year as the World Bank, after a meeting at 
Bretton Woods, New Hampshire. The Bank was to make long-
term loans to war-torn or developing economics, while the fund 
was to provide short-term credit to member countries to assist 
their international balance of payments and stabilise exchange 
rates. The United States has contributed 20 percent of IMF's 
total resources of US$ 85,900 million. India obtained US$ 5000 
million in IMF special drawing rights (SDRs) in 1981. Since 
then, India's economic performance has been well within IMF 
guidelines; in fact, thanks to an unexpectedly strong balance 
of payments performance, India has announced that it will 
forego the final SDR of US$ 1,00 million.^ 
Technical Aid 
About 200,000 specialists in various fields were sent by 
the developed countries to render technical skills to the 
developing countries. European and US advisers actually 
directed the work of major developments in many countries, 
primarily in planning and managing the economy in their own 
standards. On the initiative of President Johnson and with the 
collaborations of the US Government, an International 
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voluntary Peace Corps (V.P.C.) was set up in Washington in 
1964. Many executives of US corporations were sent to the 
developing countries to render help to local business. In India, 
at one time there were about 700 Peace Corporation 
Volunteers and 3080 US official consultants in addition to 
businesses executives. 
The one sided pattern of economy preserved to this day 
as an aftermath of the colonial part made India unduly 
dependent on the economic policies of the rich US 
establishments, India, closely bound economically to Great 
Britain, was adversely affected by the latter's accession to the 
common market. In this connection it was worth noting the US 
terms to the Third World countries. The US secretary of the 
treasury, Mr. William Simon expressed a preference for giving 
foreign aid to those countries that were willing to help 
themselves. He said both bilateral and multilateral aid should 
not be used to compensate for a country's unwillingness to 
adopt sound economic policies and to establish a healthy and 
open investment climate. The US recognised the needs of 
developing countries for official assistance, but urged that the 
more successful developing countries should reduce 
dependence on foreign aid and should rely on private 
investment to meet their needs. Foreign aid should not be 
considered as an ' International welfare programs' but an 
important element of an international investment programme 
which could provide a higher standard of living for every 
nation, he also said it would not be in the best interest of the 
world economy if the US came to be known as the pigeon of 
the western world standing idly by; while other nations 
manipulated prices of raw materials or expropriated the 
property of US companies without fair compensation. 
Aid agreements signed by India with consortium and the 
World Bank in 1974-75 totaled US$ 1800 million. In the year 
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1975-76, the World Bank group extended US$ 808 million (US$ 
708 million of interest free long term IDA credits and US$ 100 
million from the bank which charged 8.5 percent interest). 
Taking the bank fiscal year ending June 1976, its assistance 
came to US$ 684 millions all the IDA credits inclusive of the 
US$ 200 million for industrial imports. The countries of the 
consortium other than the US made total aid commitments 
(inclusive of projects, non-projects including debt relief and 
food aid and other grants) during the year of the order the US$ 
880 millions. This included the advance commitment of aid for 
1977 made by France. French aid, other than debt relief was 
340 million franks (Rs. 56 crores for 1976-77 as against 315 
million franks in1974-75), of the bilateral commitments, both 
the U.K. leading, its assistance was all in grants. West 
Germany came next.^ 
Thus, India received a total of US$ 14000 million aid 
during 1960-75. This figure looked very impressive in absolute 
value. But it was far less taking into account of India's size in 
area and population. During the last so many years, aid to 
India has been on an average 1.5 percent of population or less 
than one and half percent of the G.N.P. Pakistan received US$ 
8 per person or 5.5 percent of the G.N.P. and Bangladesh US$ 
10 per person or 8 percent of G.N.P. 
The 13 member countries of the Aid consortium on May 
27, 1976, at Paris had been impressed by the improvement of 
India's economic situation in recent years under the leadership 
of Mrs. Indira Gandhi. India had a negative rate of inflation 
since 1974, which was a great achievement and required not 
only careful mixed policies but also determination for the 
implementation of difficult measures. According to the figures 
published by IMF, India brought down the inflation rate from 
28.5 percent in 1974 to 6.5 percent in 1975, but in the last 
' Rao, VKRV & Narain, D.: Foreign Aid and Economic Deveic^ment (Delhi) pp.122 
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quarter it was reversed. Industralised countries, which 
registered substantial reduction in the rate of inflation in early 
1976, include the USA (6.4 percent as compared to 11 percent 
during the first quarter of 1975), Canada (9.3 percent), Japan 
(10.2 percent), Belgium (10.3 percent), and Switzerland (3 
percent). There was, however, a rise in consumer prices in 
industrial countries in April 1976, taking the annual rate of 
inflation to 9.5 percent India and Singapore were only 
countries showing a negative rate of inflation. 
India had achieved a 14 percent growth over previous 
year in 1975-76 in the field of agriculture. As for industrial 
production growth was 4.5 percent as compared to 2.2 percent 
last year. But the country was complacent. A big increase was 
planned in crucial industries. The public sector undertakings 
made a remarkable achievement at an average rate of growth 
of 15 percent in 1975-76. Meanwhile the Government 
simplified the licensing procedures and made the important of 
raw materials and components easier and helped to improve 
the utilisation capacity of industries like sugar, other textiles 
and jute. Vigorous sterilisation programme had been carried on 
in India to check population explosion in India. The export 
volumes increased by 8 percent in an environment of declining 
world trade. The 20-point economic programme identified 
priority areas of the plan in order to provide accelerated 
growth in the framework of greater social justice and price 
stability. 
An investment of 31 percent was envisaged, 15 percent 
of which would be in the labour intensive industries. All 
encouragements were given to attract remittances from Indians 
abroad. Action had been taken against smugglers and non-
resident Indians were allowed to make investments and 
deposits in India. The Indian economy recorded a growth rate 
of 5.5 percent during fiscal year 1975-76 as against 0.2 
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percent in 1974-75. Still there was greater need for foreign aid 
at a time when India was poised for rapid economic growth. 
The 13 member countries of the Aid India consortium had 
pledged for 1975-76 the same amount of aid as that of 1974-75 
(US$ 1.5 billion). 
The 13 members were: Australia, Belgium, Canada, 
Bangladesh, France, West Germany, Italy, Japan, Netherlands, 
Norway, Sweden, Britain and United States. Representatives 
from the following International agencies cooperated with the 
consortium: the world Bank, the IDA, the IMF, the UN 
development programme, the organisation of the Economic 
Cooperation and Development (the group of the rich nations, 
OECD and Switzerland) normally participated in aid 
programme to India. 
Reduction In Foreign Aid 
It was generally felt that dependence on foreign aid 
should be done away with gradually. The government of India 
favored acceptance of external assistance without strings. But 
the objective of improving the people's standard of living could 
not be achieved at all if the Government decided to refuse 
foreign aid totally. In first half of the seventies during which 
dependence on foreign aid was considerably reduced, the 
economy had been virtually stagnant. The government of India 
drew contingency plans as a safeguard against unilateral 
stoppage of foreign aid or a drop in export earnings. 
The government was able to set a proper rate of 
exchange for the Indian rupee independent of pound sterling. 
The decisions to de-link the rupees from pond sterling and 
adopt a bucket of International currencies including mainly 
those of India's major trading partners for determining the 
exchange rate value of the rupee, marked a welcome 
departure from the policy of drift following in the past. The 
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unilateral stoppage of aid by United States gave India's 
economy reverse jolt. In a sense, it was a violation on 
contractual obligations on the part of the US. The government 
of India increased domestic resources for exportable surplus, 
which was convertible into foreign exchange. So the long-term 
objective was to mobilise all economic resources within the 
country. To depend or not to depend on foreign aid was always 
a touchy issue and there were bound to be differences of 
opinion. 
However, in the Third Plan, it was proposed to achieve 
self-reliance by the mid-seventies, in the Fourth Plan it was 
postponed to 1980. As a free country its objective was to 
become self-reliant as soon possible. During nineties the 
foreign aid declined as an effect of India's nuclear explosion 
and libralisation of Indian economic policy of 1991. 
Was Foreign Aid a Burden or a Help to Development 
It is evident from the preceding pages that there are a 
number of agencies in the United States through which aid has 
flowed for the Indian economic development. Now aid 
contribution to the Indian economic development programme 
has been evaluated both in quantitative and qualitative 
perspective. 
Quantitative Perspective 
The quantitative analysis is concerned with the share of 
US aid in India's investment programme. Since the investment 
strategy is a function of domestic capital formation as well as 
the availability of foreign exchange, the contribution of US aid 
can be highlighted by studying its share in the domestic capital 
formation as well as in covering up of the foreign exchange 
gap. 
The total amount of US aid utilised by India during 1960-
88 was to the tune of Rs. 4358.77 crores. It was around 1.9 
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percent of the gross capital formation in India. During the 
1960-70 the percentage was a high as 6.7 percent but during 
1970-80, it declined to 2 percent and further it reduced to 0.5 
percent only during 1980-88 it was because of a massive cut in 
US aid to India. Similar was the case with its contribution in 
the form of making availability of foreign exchange. US aid 
covered up about 42 percent of the total foreign exchange gap. 
In the sixties, it went up the extent of 54 percent as against 29 
percent in the seventies and about 36 percent in the 1980-88. 
Thus, it is clear from the figures that the US aid was a 
significant element in meeting the foreign exchange gap, which 
posed a serious hurdle exchange gap, the gap, which posed a 
serious hurdle in the implementation of development 
programmes in this country. One can argue that it was not only 
the US aid that did help the implementation of Indian plan 
programmes, aid from other countries too, acted in a similar 
way. The argument is valid but one cannot deny that the 
contribution of US aid was much larger, as it alone accounted 
for about one-sixth of the total aid that India received during 
1960-90 and around one twelfth during 1990-2000. The 
contribution of US aid in the quantitative perspective would 
have been still larger, had the aid authorised by the US 
Government been utilised fully. 
Conclusion 
On the basis of ongoing discussion it may be concluded 
that aid is on of the sensitive issue, which is influenced by the 
personal equations rather than on humanitarian ground. In the 
initial phase of post independence era India's limited strategic 
and diplomatic relations with the US inhibited the flow of US 
aid. India got much lesser aid when compared to US aid to 
Pakistan. Moreover the composition of foreign aid also varied 
e.g. US has provided red wheat PL 480 while Pakistan was 
provided arms while China was flooded with capital and 
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technical support. Thus the US aid to India was only eyewash 
for pretending to show moral relations between US and India. 
The disintegration of USSR and end of Cold War has 
changed the diplomatic leverage in favour of India and during 
the decade of nineties India got aid for its different 
requirements. Recent attack on World Trade Center and the 
growing antipathy of the US against the Muslim countries has 
provided India an opportunity to establish herself more 
strategically and attract more of foreign aid so that its other 
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CONCLUSION, PROBLEMS AND SUGGESTIONS 
Before going into greater details of Indo-US economic 
relations, the first chapter necessarily analysed the basic 
nature of the two economies and identification of areas of 
complementarily and possible cooperation between the Indo-
US economies. With a bird eye view on historic background of 
Indo-US economies, the present status of the two economies 
has been discussed in detail. 
This chapter has necessarily highlighted the SWOT 
analysis of the two economies so as to identify possible 
comparabilities. This analysis has greatly helped the 
researcher to identify the areas of possible cooperation for 
both the economies in general and for India in particular. 
Chapter two of the thesis elaborates that India's 
economic policy in the pre-independence era was largely 
confined to serve the British interest. Still by the time of 
Independence India had enough foreign exchange reserves. 
After independence, the, than. Prime Minister Pandit Jawahar 
Lai Nehru was impressed by the plan development of the 
USSR. Toeing the lines of USSR India also opted for planned 
development of the economy with the first five-year plan 
commencing since 1950. Rapid development of basic industries 
and reckless import of capital goods and raw materials along 
with food articles exhausted India's foreign exchange reserves. 
This forced independent India for the first time to formulate a 
well thought exim policy. The Exim policies during the second 
and third five-year plan categorically emphasised on import 
substitution. The increasing crunch of foreign exchange led to 
re-draft of exim policy since 1962 with the induction of export 
orientation along with import substitution. This policy becomes 
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more stringent with the introduction of import controls, 
restrictions and licensing etc. 
It was only during of 1980's when the importance of 
export was optimally emphasised. Slogans, like "Export or 
Perish". Further on 24'^ July 1991 there was a major shift in 
India's exim policy where under the logo of liberalisation, 
import rules for many items were liberalised. Import of capital 
and intermediary goods was rather encouraged. The Ex-im 
policy of 1990-91 takes the path of facilitation for the industry 
so as to enhance their productivity and efficiency, rather than 
regulation and control. To harbor the confidence of 
multinationals, and to import technology, the instant policy was 
also amended. 
The current Ex-im policy (1997-2002) further consolidated 
the previous Ex-im policy by facilitating increased import of a 
number of items along with import of technology, capital and 
intermediary goods. It has further boosted the export related 
incentive schemes like duty exemption scheme, duty free 
licensing, duty free replenishment certificate etc. to promote 
exports, promotion of EOUs, EPZs, EPIPs, Export Houses, 
Trading Houses etc. have been emphasised optimally. Thus, 
the new Ex-im Policy is a good blend of provisions, which on 
the one hand encourage import of goods facilitative for 
enhanced industrial productivity and also consist of provisions, 
which encourage the Indian businessmen to export more. 
The chapter also discusses most of the important Indo-US 
agreements, which were initially of non-strategic nature, and 
soft paddled most of the issues. With the disappearance of 
USSR and of Cold War Indo-US agreements become more 
strategic and depict the trends in healthier relations in terms of 
trade, investment and aid etc. 
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Trade is one of the vital components of bilateral economic 
relations of any two countries. The third chapter therefore 
discussed Indo-US trade relations since 1970. It is important to 
note that in the post independence era India started with 
substantial volume of Rs 103 crores with the US when 
compared to Indo-USSR trade of Rs. 29 crores. Infact US 
initially tried to lure India by extending more benefits to India 
and tried to establish its political hegemony on India. India 
boosting the non-aligned movement and having a tilted 
leverage in favour of USSR and a bearing on their respective 
trade volumes. Gradually India's trade with USSR grew by over 
forty times during a period of 1960 to1980 while the growth with 
US was just seven times during similar period. India largely 
experienced a negative balance of trade during the said period. 
As the USSR was eliminated from world map India's trade 
with US started increasing with leaps and bounds. Infact long 
support economic needs started showing up the necessity and 
urgency, which were earlier suppressed because of diplomatic 
reasons. India's economic opening up boosted confidence of 
the US and in the following two decades the trend was just 
reverse i.e. during 1980-81 to 1999-2000 India's trade with 
USSR disintegrated countries grew only less than four times 
while the growth in Indo-US trade stood fifty times. The last 
decade of nineties also experienced increasing trade surplus in 
favour of India. It also needs to be added that India's bilateral 
trade with the US is also experiencing a compositional shift 
leading to increasing gains of trade in favour of India. Now 
India exports a number of finished articles to the US in place of 
export of traditional items and raw materials in the earlier 
decades of post-independence era. In a nutshell it may be 
concluded that Indo-Us trade relations have move in such a 
way that India's terms of trade as well as gains of trade have 
been nurtured. The researcher feels that with due strategy 
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there is an enough potential to expand Indo-US bilateral trade 
further. 
Chapter four discusses briefly the role of Foreign Direct 
investment (FDI) in the growth of an economy and the 
motivational factors for multinationals to adopt FDI as one of 
the strategies. The chapter observe the FDI from the world in 
general and from the US in particular, was decimally low prior 
to the economic libralisation in the year 1990-91 where in the 
approval procedures have been simplified and streamlined. A 
number of new industries and areas were open-up to attract 
FDI for them. Industrialists have been identified where in the 
concept of automatic approval was adopted in principle subject 
to certain terms and conditions, and Foreign Investment 
Promotion Board (FIPB) was also empowered to engage in 
purposive negotiations in totality free from pre-determined 
procedures and parameters. 
The chapter also discusses the US model of FDI, which 
mainly originate from the innovative and oligopolistic industries 
of the US and not from the traditional industries. The flow of 
FDI from the US to India, which was considerably insignificant 
in the decade of eighties got, strengthen and improved during 
the decade of nineties. It is further reveled that Indo-US 
economic relations are heading towards maturity has the 
nuclear explosion by India followed by economic sanctioned 
from the US which had a massive bearing on Indo-US economic 
relations in 1998 started showing positive growth since the next 
year only. 
Many of the US industries are oligopolistic kn nature and 
want to maintain their status as such. They avoid to transfer 
technology at least of latest nature. There are some other US 
industries which prefer to beat the competition not only by 
innovations but by adopting multi pronged marketing strategies. 
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To browbeat the shift competition from Newly Industralised 
Countries (NIC's) and European Community, to penetrate the 
protective barriers, to mal<e their presence felt and to take the 
advantage of low wage structure of developing world, these 
industries go with FDI channel. US industries seem to be 
skeptical in the areas like electronic and telecommunication 
and power etc. The trend of FDI in such industries is highly 
erratic. In other industries like chemical, industrial machinery, 
food processing, and financial sector and in trading and service 
sector the trends in the flow of FDI from the US to India are 
much stronger and consistent. Still it may be concluded that the 
US flow of FDI to India is not commensurate to the actual 
industrial potential of India and there seems ample scope to 
increase the inflow of FDI in all the industries. 
The fifth chapter endeavors to analyse the pattern of US 
economic and financial assistance to India. The trends in the 
inflow of US aid and assistance clearly depict that the 
decisions pertaining to US aid and assistance to India were 
largely over shadowed by the diplomatic relations and the 
permutations and combinations of the strategic alliances of US 
in Asia. Early three decades of post-independence era of India 
US aid and assistance was mainly confined to non-strategic 
sections dominated by the supply of red wheat under PL 480 
agreement. For any type of technical and technological 
assistance along with financial support for India was not on the 
US aid agenda. For instance US clearly denied the 
development of Bokaro Project. 
Infact Pakistan was being used as its base in this part of 
Asia and consequently India was being ignored by the US for 
any type of strategic assistance. The soft paddled and soft 
lived assistance of the US in terms of food grains etc. was 
merely an eyewash. However, needless to say that considering 
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the emergency of such assistance, even that much help was 
vital for India. This has not only provided the immediate 
support to feed our dying population but has also spared some 
of our resources for other developmental work. 
It is alarmingly noted that the volume of US assistance to 
India is getting thinner over the period of time. For instance in 
1980-81 US assistance to India was 4.9 percent of the total 
assistance to India from the world shrinking down to 1.42 
percent in 1999-2000, It is against this backdrop that the 
researcher feels that India needs to be little more diplomatic 
and should approach the US for more assistance. India should 
also ensure the optimal utilisation of the extended assistance. 
The present chapter i.e. chapter six essentially 
summarises all the previous chapters and has endeavored to 
highlight those problems which inhibit the growth of Indo-US 
economic relations and suggestions are being given so as to 
ensure better economic relations between the nations under 
study. 
Some of the problems hindering Indo-US economic 
relations are discussed as under: 
Protective Environment 
The changing permutations and combinations of the world 
economy and increasing economic alliance to pursue the 
course of free trade has adversely affected the world economic 
environment. The countries formulating economic alliances to 
facilitate free trade to the member countries are increasingly 
becoming protected markets for the non-member countries. US, 
is no exception to this growing phenomena. Professing for free 
market and trade, it is reluctant to dismantle its own barriers 
and restrictions. On one ground or the other US keep on 
inhibiting the flow of trade, is it in the name custom 
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procedures, standards, testing, labeling or certification etc. For 
instance, to check the growing popularity of Indian textiles in 
US, the later has banned the import of Indian skirts by labeling 
it as substandard and claiming that the cloth contains such 
synthetic yarn, which is highly inflammable and therefore risky 
and hence banned its import. Disproving of this allegation took 
several months and trade was adversely affected during this 
period. Another example is the policy of discouraging imports 
of Indian carpets on the ground that the industry uses child 
labour. Inaugurating a three-day ILO (International Labour 
Organization) Asia-Pacific symposium at New Delhi, Indian 
Labour Minister recently warned that standards laid down by 
the ILO were becoming increasingly unrealistic to conditions 
prevailing in the developing countries.^ While the industrialised 
countries seek full implementation of the ILO standards, the 
developing countries find that such policies are often adopted 
by the former for protectionist goals. This is an area where 
Indo-US tension has developed and may recur in the future. 
Thus the US who is a major advocate of free trade keep on 
hindering the smooth flow of Indo-US trade on clumsy ground. 
On the part of India it is suggested that a regular dialog 
on this front would be of importance. Such issues raised 
against the importers be it private or public agencies. The 
Government should swiftly intervene and address the same. 
Due bilateral agreements should be made from time to time. 
Diplomatic Relations 
Week Indo-US economic relations are the outcome and 
legacy of Cold War between the two super powers of the world. 
India advocated the path of non-alignment but was a little more 
inclined in favour of USSR. The USA's strategic alliance 
obviously increased with the neighboring Pakistan. However, 
' The Hindu, May 7 1997 
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the present world set-up is changing fast with US has weighing 
war against terrorism. Despite the support extended to US, 
Pakistan in increasingly being seen as a state sponsoring cross 
border terrorism. To combat increasing terrorism in this region 
and still have a close watch on the development in China, 
Pakistan and other NIC's, US inevitably used a strategic 
partner in this region of the world. 
Thus this seems to be high time for India to capitalise on 
this opportunity and nurture its diplomatic ties with the US. It is 
further suggested that in the process of smoothening its 
diplomatic relations with the US India should not ignore its 
efforts to build good relations with the European community. 
This strategy would give India diplomatic edge and leverage 
while negotiating with the US on any of the bilateral or 
multilateral issued. 
Unilateral Measures 
One of the basic problems in boosting the strategies and 
economic cooperation between India and US is that the US 
considering itself as the super power of the world takes 
unilateral decisions. Form the US side unilateral measures like 
the Super 301 and special 301 to put India on the watch list 
has affected the pace of economic interaction between the two 
countries. The US judgment over the trade practices and 
observance of IPR by other countries has almost become an 
annual affair since 1989. Most recently, in may 1997, the US 
Trade Representative (USTR) Charlene Barashefsky 
announced that India, along with a few other countries, had 
been placed on the "priority watch list" under the Special 301 
provision for failing to implement its obligation under the Trade 
Related Intellectual Property Rights (TRIP) agreement, 
particularly relating to the patent laws. A press release issued 
by the USTR stated "India has failed to implement its 
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obligations under Articles 70.8 and 70.9 of TRIP agreement. 
These articles require developing countries not yet providing 
patent protection for pharmaceutical and agricultural chemical 
products to provide a "mailbox" to file patent applications, and 
the possibility of up to five years of exclusive marketing rights 
for these products until patent protection is providedV 
This has been resented in India. The Indian Government 
"regretted" the US decision and expressed the view that such 
matters should be decided at the WTO.^ A press release by 
the Confederation of Indian Industry (Cll) stated that as India 
had not formally rejected establishment of a "mailbox" 
mechanism and neither had it rejected any patent applications, 
the US unilateral move was against the spirit embodied in the 
WTO.^ 
Some of the politically motivated decision of Indian 
Government also falls under this category. India should 
establish continuous dialogue at appropriate levels to check 
such unilateral decisions and should also try to avoid any 
unilateral relations on this front. 
Investment Protection Measure 
Despite the disintegration of the USSR the influence and 
the scare of socialism have not vanished yet. Though India has 
initiated its economic programme at a fast rate, still due to 
unstable political and other socio-cultural factors, the US 
investors often hesitate while investing in India. In order to 
assure the world community about its sincerity India has 
become 113'^ ^ member of the Multinational Investment 
Guarantee Agency (MIGA). In this regard it may be advocated 
that with the hesitant investors India may also sign Bilateral 
'The Hindu May 1,1997 
^ Pioneer, May 2, 1997 
'ibid 
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Investment Promotion and Protection Agreement (BIPPA) if 
required and may assure them against any step of 
nationalisation or takeover. 
Cost of Product 
India being the country with huge population is presumed 
to have the advantage of low labour cost and consequently, low 
cost of production. While on the practical aspect, like in the 
case of textile products, the cost of Indian textile products is 
very high. It is mainly due to high quota charges, mediocre 
technology, wastages due to power failure, strikes and lock-
ups, late delivery of fabric from mills to the garment exporters 
etc. Many of the competitors like China, Bangladesh, Pakistan 
and Far-East countries are exporting low cost products, as they 
are not facing the problems, which Indian exporters are facing. 
Thus Indian exporters are supposed to take care of these 
factors, which are beyond their control and curtail the cost of 
product. This segment of market is very lucrative at US and 
therefore Indian exporters will have to compete counterparts by 
maintaining the cost of their products. 
Quality of Goods 
USA is known for their standard style of living and 
interest and safety of their peoples. US at large affluent and 
quality continuous not only about the quality of their product, 
US also evaluate the exporter's production place and impose 
certain norms on the exporters of developing countries like, 
cleanliness in the factory, safely of the workers, abolition of 
child labour, wages of the workers as per Government rule, 
medical and infrastructural facilities to the workers etc. in order 
to maintain consistency in the quality of their product with other 
countries. 
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US prefers to get the benefit of European market because 
of High Quality of their products which it also have plenty of 
imports from different countries having a plethora of variety to 
choose. Indian exporters therefore need to improve their level 
of quality of goods and infrastructure of their production base 
in order to get US business. They have to be careful right from 
procuring the raw material to the production of finished goods 
and even the packaging to shipment. USA is such a country 
where the customers, if satisfied with the quality of the 
products, are ready to pay any price. Though our exporter 
boast regarding the quality of their product, but still there is 
enough room for the quality improvement which would on the 
long run help the exporters to win over the goodwill and fetch 
larger trading orders and consequently bigger orders. 
Inadequate Infrastructure Facilities 
Empirical evidence as well as theories of economic 
growth establishes the validity of backwash effect in the 
developing economics, which put a developing country into a 
bottleneck position because of financial constraints. India also 
lacks in the infrastructural facilities like irregular supply of raw 
materials and electricity etc. that may be considered as one of 
the major hindrances in the incoming of the US multinationals 
in the country. It is strongly recommended that if India wants to 
increase the momentum in its external trade and in the flow of 
FDI, it should make a policy in the short-run to provide efficient 
and regular infrastructure facilities to the importers and 
investors in general and should adopt single window approach 
for the foreign buyers and investors investing in high priority 
industries. While on the long-run investment should also be 
encouraged in the basic industries so that the infrastructural 
sector of the whole nation will be strengthened. 
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High Rate of Interest 
India is considered to be a high cost economy, which is 
due to low productivity and high cost of infrastructural banking. 
Other countries provide export credit at a very low rate 
whereas in India the rate of interest on export credit is quite 
high. It would be suggested that low cost credit, high quality 
raw material; at reasonable prices and appropriate 
infrastructure facilities etc. should be provided to the exporters. 
This will enable them to be more competitive with improved 
quality and reduced cost of production. 
Red tapism and Corruption 
"The US Industrialists coming into India are quite 
concerned about the corruption in India. If corruption is not 
controlled major investment flows expected into India, may not 
come". These were the views of Mr. Michael Gadbaw, Chairman 
of India Interest Group (IIG) set up by US business interested 
in lndia\ It is recommended that strict measures should be 
adopted to deal with such tendency, as a disciplined and fair 
approach will create the most needed goodwill for the nation. 
Lack of Policy Continuance 
It is difficult to understand and imbibe the commercial 
and ex-im policy of a foreign country is a difficult job. It is often 
claimed by the US business community that Indian policies 
complicate the issues rather than be facilitative due to frequent 
changes. Repeated policy changes whether due to political or 
administrative decision sends wrong signals to the outside 
world. For example Enron is one big victim of such frequency 
policy changes. In 1992, the Government took a policy decision 
to invite the private sector to develop power plants, and 
therefore, signed MoU's with project promoters. So far, 189 
Kingshuk Nag- "Corruption in India worries US investors", The Times of India, New Delhi, 25*^  
September, 1994 
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proposals for private power projects have been submitted, but 
upto now no new project is anywhere near generating power. 
The MoU route has prompted widespread reviews of projects 
because of criticism that projects costs were too high. These 
reviews have caused considerable uncertainly and confusion 
for both domestic private and foreign investors. In February 
1995, the Government changed its policy of singing MoU's in 
inviting competitive bids for power projects. The Government 
attracted 39 proposals for adding 20,000 MW through 
competitive bidding. Because of hazy parameters, bids have 
been open to litigation and always open to negotiationV 
Therefore it is suggested that Indian policy maker should 
take their own time to develop a policy, which is conductive to 
national objective only after evaluating all the possible pros 
and corns. 
Proper Segmentation: 
USA is the biggest market for Indian exporters. It is 
impossible to approach the whole market in a single stroke and 
get satisfactory results. So in order to meet the specification of 
different, groups of consumers the whole US market should be 
thoroughly segmented i.e., divided on the basis of region, 
culture, age, sex class etc. and then the research should be 
made to find out the specifications of different segments. These 
specifications then, can easily be handled by the Indian 
exporters, as a result of increasing their exports. 
For instance the rich citizens of US are highly oriented 
towards fashion and demand of high quality and latest design 
material where as the middle class prefers good quality textile 
at reasonable rates. Thus for textile exporters of India, 
segmentation on the basis of income will serve the purpose. 
' Report prepared by U.S. Embassy, New Delhi, released on August, 1997 
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Adoption of Latest Technology 
Indian Industries are still running on outdate and obsolete 
methods machineries. Though modernisation has taken places 
but we still lack behind. The world is changing fast and we 
have to update our selves if we want to stand in the 
international market and face competition. Thus, it makes 
necessary to transfer and adopt latest and selective 
technology. In the short run it cause heavy out flow of foreign 
exchange but in the long run the selective technology imports 
will fetch huge amount of foreign exchange. 
The latest technology would enable our exporters to face 
and fight the close set textile competitors like China, Japan, 
etc., and also increase their share in the US market. 
Dynamism 
World Charges fast with time and so does the demand. The 
exporters should be dynamic i.e. aware of the latest changes in 
the economy, demand, socio-economic situation, socio-political 
conditions, fashion trends, latest substitutions etc. in the US 
market and should be ready to adopt the changes and produce 
accordingly. 
Banking and Insurance Facilities 
No exporting nation can have a break through in the 
world market without the synchronised efforts on the part of its 
banks and insurance companies. Our banks, as they are today, 
have yet to make their presence felt to the US. Attempts have 
been made by Indian banks and other companies to enlarge 
their network of overseas branches satisfied by well informed, 
trained and well versed agents and employees who would be 
constantly on the lookout for new opportunities and able to 
offer proper guidance and assistance to our visiting 
businessmen and prospective exporters. 
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Single Window Approach 
The government of India has broadly categorised the 
products with long-term great precision and special measures 
undertaken to secure their development and improvement to 
meet the international standards. Assistance and attention is 
also given for consolidating the position of the established 
export items in overseas markets. Under the single windows 
market the government provides all the raw materials export 
credit and infrastructural facilities to the sectors so identified, 
at confessional rates. This would enable the exporters to 
produce high quality goods at a reasonable cost and compete 
in the international market. 
Delivery Schedules 
Indian exporters lack value for time. They pay very little 
importance to punctually and thus very little weightage to the 
delivery schedules, which causes them loss of reputation and 
consequently mitigate the prospects of getting further export 
orders. For instance the garment importers of the US require 
their shipment within a period of 45 days but our garment 
exporters can't accept the orders because they are not able to 
get the fabric from the mill before 90 days, so it is not possible 
for the exporter to deliver the shipment within 45 days. 
The Indian exporters should keep a safe margin of time 
so that they would be able to stick to the delivery schedules 
and satisfy the importers abroad. 
Export Promotion Councils 
The export promotion councils have responsibility 
towards industry, foreign market and individuals and these 
responsibilities focus on the council's primary objective of 
facilitating the Indian industries entry and exploitation of 
foreign markets. These councils encourage quality, low cost of 
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production and fetch better prices in the market as well and 
serve the interest of domestic markets, industry and commerce. 
In order to meet these responsibilities council must be 
permitted to develop and run its own programmers. It may also 
be suggested that for every important exportable item having 
potential in near future there should be separate export 
promotion council. All the exporters should take the benefit 
from these promotion councils without contracting the interest 
of each other. 
Labour Laws and Attitude 
Many of the US Multinationals also point out that the 
labour laws in India are relatively very complicated. The laws 
provide such provisions, which make a lot of obligations to be 
taken care of by the organisation while it do not make the 
employees accountable. Further the Indian labour laws are also 
such that they provide excessive protection to the employees. 
Once an employee is recruited it becomes very difficult for the 
organisation to arrange for his ouster, and an organisation 
paying handsome salary would not like to retain up productive 
individuals. So the US importers and investors are also 
demanding for a suitable change in the Indian labour laws. 
Along with highly protective labour laws, Indian socio-
cultural activities also reduce the workingmen hour. The 
careless attitude of the employees, low commitments and 
accountability towards organisation and absence of work 
culture and duty consciousness are the basic reasons 
influencing productivity. However the researcher feels that 
though labour attitude is one of the major hindrance In 
attracting more business from the US, still it is likely that with 
the opening up of the economy, a little more training and 
education, intensifying competition and greater exposure to the 
employees will encourage them to work harder and their 
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attitude towards work and organisation would change gradually 
in the long run. 
Utilisation of Aid 
Things began to change a little by the mid-1950s and US 
assistance to India started looking up when the Eisenhower 
administration viewed India's non-alignment in a different light. 
A revised South Asia policy, NSC 5701, approved by President 
Dwight D. Eisenhower on January 10"^ 1957 stated. "The risks 
to US security from a weak and vulnerable India would be 
greater than the risks of a stable and influential India. A strong 
India would be a successful example of an alternative to 
Communism in an Asian context and would permit the gradual 
development of the means to enforce its external security 
interests against Communist Chinese expansion into South and 
Southeast AsiaV Thus there was time when there was every 
possibility for India to expand its economic relations with the 
US. Infact India missed this opportunity by non-utilisation of 
even the authorised aid from the US. Unutilised aid and 
assistance from the US prove counter productive as it created 
difficulties for the US administration to get more aid and 
assistance cleared from their congress. 
However, considering the complementarities of India and 
US, it may be firmly concluded that all these factors stated 
above are unlikely to create major road-blocs for enhanced 
level of economic interactions between India and the United 
State. They will be part of the process. Recently, a programme 
to study Indian economic policy at the world-renewed Harvard 
University was launched. It is an indication of how seriously the 
American business, academic and the policy-making 
communities are viewing India's evolution as an economic giant 
' Dennis Kux, India and the US: Estranged Democracies, 1941-1991 (Washington, DC: National 
Defense University Press, 1992), P. 154 
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in the 21®' century. Jeffery Sachs, the "world's best known 
economist" according to Time Magazine (1994), remarked 
recently that India had the potential to grow by 9 percent 
annually over next three decadesV 
If Indian economy evolves that way, the scope of Indo-US 
economic relations will most likely be enormous. And Indian 
economy Is most likely to evolve that way; of course, through 
the natural process of business cycle that affects the course of 
any country's economic development. India's latent economic 
strength is bound to manifest sooner of a little later, as the 
process of Indian economic reforms is firmly rooted in a 
political consensus and is augmented by the presence of a 
rising middle class and a growing capital market. A stable 
democratic system of governance, a transparent environment 
provided to the investors by a free press, strong judiciary, 
sophisticated legal and according system and the widespread 
use of English language would make it easy for the US 
businessmen to strengthen their trade and investment 
relationship with Indian. 
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Appendix-I 
List of High Priority Industries 
1. Metallurgical Industries 
I) Ferro Alloys 
ii) Casting and forgings 
iii) Non-Ferrous metals and their alloys including aluminum 
foils. 
iv) Sponge iron and pelletisatlon 
v) Large diameter steel welded pipes of over 300mm 
diameter and stainless steel pipes. 
vi) Pig iron. 
2. Boilers and Steam Generating Plants. 
3. Prime Movers (other than Electrical Generators) 
i) Industrial turbines 
ii) Internal combustion engines 
iii) Alternate energy systems like solar wind etc, and 
equipment thereof 
iv) Gas/hydro/steam turbines unto 60 MW 
4. Electrical Equipment 
i) Equipment for transmission and distribution of 
electricity including power distribution transformers, 
power relays HT- Switch gear synchronous 
, condensers. 
ii) Electrical motors. 
iii) Electrical furnaces, industrial furnaces and induction 
heating equipment. 
iv) X-ray equipment. 
AppentBx 
v) Electronic equipment, components including 
subscribers' and telecommunication equipments. 
vi) Component wires for manufacture of lead-in wires. 
vii) Hydro/steam/gas generators/ generating sets. 
viii) Generating Sets and Pumping Sets 
ix) Jelly-filled Telecommunication cables. 
x) Optic Fiber 
xi) Energy efficient lamps 
xii) Midget Carbon Electrodes 
5. Transportation 
i) Mechanised sailing vessels up to 10000 DWT including 
fishing trawlers 
ii) Ship ancillaries. 
iii) (A) Commercial vehicles, public transport vehicles 
including automotive commercial three wheelers, Jeep 
type vehicles, industrial locomotives 
(B) Personal Transport vehicles. Automatic two-
wheelers and three wheelers. 
(C) Automatic components/ spheres and ancillaries. 
iv) Railway Equipments. 
6. Industrial Machinery 
7. Machine Tools 
i) Machine tools and industrial robots and their control 
and accessories 
ii) Jigs, fixtures, toll and die of specialized types and 
cross-land tooling. 
iii) Engineering production aids such as cutting and 
forming tools, patterns and dies and mining tools. 
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8. Agricultural Machinery 
i) Tractors 
ii) Self propelled harvester combines 
iii) Rice transplanters 
9. Earth Moving Machinery 
10. Industrial Instruments 
Indicating, recording and regulating devices for pressure, 
temperature, rate of flow weights levels and the like 
11. Scientific and Electro medical Instruments and Laboratory 
Equipment 
12. Nitrogenous and Phospahtic Fertilizers Falling Under 
Inorga'nic Fertilizers under '18-Fertilizers' in the First Schedule to 
the Industrial Development Regulation Act, 1951. 
13.Chemicals (other than Fertilizers) 
i) Organic Chemicals 
ii) Inorganic Chemicals 
iii) Synthetic resins and plastic 
iv) Man made fiber 
v) Synthetic rubber) 
vi) Industrial explosive 
vii) Technical grade insecticides, fungicides, seedicides and 
the like 
viii) Synthetics detergents 
ix) Miscellaneous chemicals (for industrial use only) 
14. Drugs and Pharmaceuticals (According to the Drug Policy) 
15. Paper and Pulp 
i) Paper and pulp including paper products 




i) Automobile tyres and tubes 
ii) Rubberised heavy duty industrial beltings of all types 
iii) Rubberised conveyor beltings 
iv) Rubber reinforced and lined fire fighting hose pipes 
v) High pressure braided hoses 
vi) Engineering and Industrial plastic products 
17. Plastic Glass 
i) Glass shells for television tubes 
ii) Float glass and plate glass 
iii) H.T. insulators 
iv) Glass fibers of all types 
18. Ceramics 
Ceramics for industrial uses 
19. Cement products 
i) Portland Cement 
ii) Gypsum boards, wass boards and the like 
20. High Technology Reproduction and Multiplication Equipment 
21. Carbon and Carbon Products 
i) Graphite electrodes and anodes 
ii) Impervious graphite blocks and sheets 
22. Per tensioned High Pressure RCC Pipes 
23. Rubber Machinery 
24. Printing Machinery 
(i) Web-fed high speed off-set rotary printing machine 
having output of 30,000 or more impression per hour. 
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(ii) Photo composing/type setting machines 
(iii) Multi-Colour sheet-fed printing, machines of sizes of 
18" x25" and above. 
(iv) High-speed rotrograture printing or machines having 
out put of 30,000 or more impressions per hour. 
25. Welding Electrodes other than those for welding mild steel 
26. Industrial Synthetic Diamonds 
27. 
i) Photosynthesis Improvers 
ii) Genetically modified free living symbiotic nitrogen fixer 
iii) Pheromones 
iv) Bio-insecticides 
28. Extraction and upgrading of minor oils 
29. Pre-fabricated Building Material 
30. Soya Products 
(i) Soya texture proteins 
(ii) Soya protein isolates 
(iii) Soya protein concentrates 
(iv) Other specialized products of soyabeans 
(v) Winterised and deodourised refined soyabeans oil 
31. (a) Certified high yielding hybrid seeds and synthetic seeds 
(b) Certified high yielding plantlets developed through plant 
tissue culture. 
32. All food processing industries other than milk food, malted foods 




33. All items of packaging for food processing industries excluding 
the items reserved for small-scale sector. 
34. Hotels and Tourism-related Industry 
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Source: Annual Report, 2000-01, Ministry of Commerce and Industry, Govt., of India 
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APPENDIX - III 
Criterion for Granting Automatic Approval to 100% EOUs 
bySIA 
Automatic Approvals for 100% EOUs will be granted by the 
Secretariat for Industrial Approvals subject to the fulfillment of the 
following conditions: 
(i) The items of manufacture are not those reserved for the 
Public Sector or those for which Industrial Licensing is 
Compulsory; 
(ii) Locational conditions are fulfilled; 
(iii) The project undertakes to achieve export and Minimum Value 
Addition (MVA) as per norms; 
(iv) The cost, Insurance and Freight (GIF) value imported capital 
goods is financed through foreign exchange required for 50 
per cent of the value plant and machinery (net of taxes) and is 
within a ceiling of Rs. 30 million and the capital goods are 
new; 
(v) In the case of foreign technology agreements the lump sum 
payment does not exceed Rs. 10 million (net of taxes) and the 
royalty does not exceed 8 percent (net of taxes) over a period 
of five years from the date of commencement of production; 
(vi) Exports are made to the General Currency Area; 
(vii) The unit meets the requirement of the Customs Authorities 
regarding Bonding etc. 
(viii) Conditions regarding sale in the Domestic Tariff Area (DTA) 
are fulfilled; and 
(ix) In the case of manufacturers of Gems and Jewelry locating 
outside Export Processing Zones (EPZ's)/other Designated 




List of Industries for which Industrial Licencing is 
Compulsory 
1. Distillation and brewing of alcoholic drinks 
2. Cigars and cigarettes of tobacco and manufactured tobacco 
substitute. 
3. Electronic Aerospace and defence equipment: all types. 
4. Industrial explosives including detonating fuses, safety fuses, 
gunpowder, nitrocellulose and matches. 
5. Hazardous chemicals 
6. Drugs and Pharmaceuticals (according to modified Drug Policy 
issued in September, 1994 and subsequently amended in 
February 1999) 
Note: The compulsory Licencing provisions would not apply in respect 
of small-scale units taking up the manufacture of any of the above items 
reserved for exclusive manufacture in small-scale sector. 
List of Industries Reserved for the Public Sector 
1. Arms and ammunition and allied items of defence equipment, 
defence aircraft and warships (Process has been initiated to de 
reserve this entry) 
2. Atomic Energy 
3. Railway transport. 
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